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A Thorough Knowledge 
of Detail 


A satisfactory correspondent service is 
impossible without a background 
of experience with every phase of 


correspondent banking. 


Central Hanover has maintained close 
and friendly relationships with hun- 
dreds of the country’s leading banks. 


Many of these connections date back 
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-LETTERS- 


“Let the Little Sunshine In”’ 


Sirs: So far as business is concerned, some time ago we gave 
up knowing and started guessing and now we have stopped guess- 
ing. As a friend of mine remarked, it’s always darkest before 
dawn, but is it dark enough yet? 

I do not make any charge for the statistical information 
furnished above and while obtained from reliable sources, I do not 
guarantee it. 





Mr. BLANK, Assistant Blank, 
Blank Bank and Trust Company, New York City 
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Reflections of a Custodian 


Sirs: Your article on checking of rentals of safe deposit boxes 
is a very fine idea, and I would like to add a few words about the 
helpfulness a custodian of a vault can give, if he has the confidence 
of the boxholders. 

I regard the custodian the same as doctor or lawyer, because 
he hears and sees a good many things and can be a wonderful 
help by referring boxholders when they have problems to an 
officer of the bank, so they can be set right—which I have done 
many times and my services greatly appreciated. I saved a widow 
from selling bonds of a corporation to some “shark” and now they 
are worth 100cents on the dollar; another, $1,000 by calling his broker 
from the bank when the market was ge cay. very fast; another, 
a large number of shares of bank stock that a “shark” agent said 
were no good and would exchange for shares in a wildcat scheme. 

Just because I was inquisitive, I found these things out and 
prevented losses; and I think custodians should be alert and 
watch and get the confidence of boxholders so as to find out if 
they are in trouble and take them to an officer for information. 

Because the bank is supposed to help the public and by doing 
so, they have the confidence of the public, whether they are 
depositors or not. 


FRANK N. SANDFORD, former Custodian, 
Safe Deposit Department, 
Globe Bank and Trust Company, Brooklyn 
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See Page 32 


Sirs: I am enclosing a short-cut in figuring that I have used 
many times to advantage, and possibly other bankers could also 
use. It is multiplying feet and inches without reducing to inches 
or using fractions. 

This is of special help when figuring for farmers, especially 
when clerking sales, when it is ten below and you want to get 
your figuring done as quickly as possible. 


C. W. FisHspauGu, Assistant Cashier, 
Security Trust & Savings Bank, Shenandoah, Iowa 
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The Chair Votes Nay* 


Sirs: Referring to your magazine, page 3, November issue— 

Letters—“‘Sixty-four Years a Stockholder,” also your magazine, 
page 3, December issue—Letters—“‘Runner Up—See This Column 
for November.” 
_ After reading “Sixty-four Years a Stockholder” in November 
issue, we intended to look up a certificate of our bank surrendered 
some time ago. However, we overlooked doing so until we read 
“Runner Up—See This Column for November,” in December 
issue. 

On examination of our records, we find that a stock certificate 
of this bank for five shares of its stock, No. 36, issued February 2, 

64, was surrendered and cancelled May 26, 1931. Accordingly, 
said certificate was outstanding 67 years, 3 months and 24 days. 
his time exceeds the time in the two articles referred to. 


C. O. GetTrerR, Cashier, 
First National Bank, Newville, Pennsylvania 


*But we will entertain a motion for a secret ballot. The present record-holder, 
duly elected in this column for January, is Mr. Moses Hooper who IS STILL the 
owner—since 1865, sixty-six years—of his certificate of the stock of the First National 
Bank of Oshkosh, Wisconsin, and has been a director since 1882. Possession is nine- 
tenths of this decision—unless vetoed. 
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We, Too 


Strs: We take pleasure in announcin 
our Mr. Howard Haines (cashier) to the 
mittee on Savings Development. 

Crayton Bop ey, President, 
First State Bank, Kansas City, Kansas 


the appointment of 
BA’s National Com- 


eee 


We Knew Him When 


Sirs: I was a reader of your magazine for a number of years 
while with the Anglo California Trust Company, San Francisco, 
and wish to thank you for having placed my name on your mailing 
list. I have always enjoyed the contents of The Burroughs Clearing 
House which are most practical and up-to-date helps to the banking 
profession. 

I have been back here since May last, and wish very much to 
be accorded the same privilege although I am with the Bank of 
China. If subscription fee or postage is necessary, please send me 
your bill. 

The writer, as well as other officers of this bank, feels always 
ready to be of service to you. 

S. F. Lam, Sub-Manager, 
Bank of China, Hongkong 
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CONNECTION 


midway along the world’s greatest 


te [ é ‘ one ca h / y area is the Central United National 
, Bank of Cleveland. 


Cleveland, centrally located along the When you pick up your desk tele- 
vital nerve of long distance commu- _ phone and call CHerry 5000 in Cleve- 
nication between New York and land, you are in touch at a moment’s 


Chicago, commands an important notice with a bank prepared to fulfill 
industrial area. In constant, intimate all correspondent responsibilities 


touch with the varied business of this | promptly, accurately, competently. 


CENTRAL UNITED 
NATIONAL BANK of Cleveland 


Largest National Bank ion Ohio 
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Cp Jhat’s Happening in Congress 


By Arthur Crawford 


HE Seventy-second Congress promises to go down in 
AD sry as considering and probably enacting into 

law more different and extensive measures pertaining 
to the banking and financial structure of the country than 
any of its predecessors. 

Economic issues arising from the depression are upper- 
most in the minds of senators and representatives. A cam- 
paign is in the offing and pressure of public sentiment spurs 
activity toward a solution of distressing problems. More 
than 8,000 bank failures since 1921, a credit stringency, 
sharp declines in commodity values, a continued descent 
of market prices, hoarding, an increasing lack of public 
confidence in the soundness of financial institutions and 
upheavals in other countries demonstrating anew the 
instability of the international fiscal fabric, form a back- 
ground for the picture which is taking form in Washington. 
A cumulative series of events has tended to focus attention 
upon Congress, whether properly or not, as the one agency 
which might do something to lead the country out of the 
economic morass. 

Unfortunately, the enormous mass of legislation growing 
out of the vicissitudes of the nation has been thrust upon a 
Congress whose machinery is inclined to creak from mal- 
adjustment of its parts. The Senate, somewhat less august 
than in years gone by, wobbles along — @ International 
on its noisy way with none knowing 
what particluar element will have the 
upper hand the following day. As in 
recent sessions, the Republicans have 
nonimal control but by so narrow a 
margin that the insurgents within the 
party exercise a strong influence as a 
balance of power. By reason of deaths 
during the summer, the House of 
Representatives for the first time 
since 1919 passed into control of the 
Democrats when the session convened 
in December. The two houses are 
somewhat out of harmony with each 
other and the dominant group in 
neither has any desire to integrate 
smoothly with the executive branch 
of the government where regular 
Republicans are in the ascendancy. 

The distinctly political atmosphere 
engendered by the shadow of the 
lortheoming presidential election 
makes an unsatisfactory situation 
Worse. All things considered, it is 
remarkable that the program as pre- 
sented by President Hoover has moved 
along this far in the session without 
more interruptions and without en- 
countering insuperable difficulties. 

Not since the period of the enact- 





Telling °em!—Charles E. Mitchell, chairman of 
the board of the National City Bank, testifies 
before the Senate finance committee in its investi- 
gation of American investments in foreign bonds 


ment of the Federal Reserve Act at 
the beginning of the Wilson admin- 
istration, have the banking and 
currency committees of Congress 
assumed such an important role in 
legislation. These committees have 
been not only entrusted with a 
rather far-reaching revision of the 
Federal Reserve and _ national 
banking acts but have had before 
them several other separate meas- 
ures, including the administration 
proposals for a _ reconstruction 
finance corporation, a new system 
of home loan discount banks and 
for putting new capital into the 
Federal Land banks. Measures 
dealing with the intricate question 

of price stabilization thee been oun att aa en 
presented with the backing of jptempret the panlting 
farm organizations. Also referred ton for this magazine 
to these committees are dozens of 

bills, some of them of a quack variety, embodying all sorts 
of remedies for the ills of the nation. Even in war time the 
banking and currency committees did 
not have such an assortment of legisla- 
tion of a financial character. Since the 
war the banking and currency com- 
mittees have been able to work rather 
leisurely, occasionally taking up some- 
thing of more than ordinary impor- 
tance such as the intermediate credit 
act of 1921 and the McFadden act of 
1927. It has been a habit of the house 
committee to conduct extensive hear- 
ings such as those on price stabiliza- 
tion in 1923, 1926, 1927 and 1928 and 
on branch banking in 1930 without 
even reporting bills to the floor. The 
Senate committee commenced work 
through a subcommittee last winter 
on a revision of banking laws and with 
the stimulus of existing conditions 
will accomplish results in the present 
session. The two committees in the 
present session have suddenly assumed 
outstanding prominence. 
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NOR do the banking and currency 

committees have a monopoly on all 
the current measures having a vital 
bearing on the financial structure of 
the nation. Upon the House ways and 
means committee and the Senate 
finance committee, the two revenue 
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raising committees of Congress, has 
fallen the unwelcome task of revising 
taxes upward to bridge the constantly 
widening gap between federal income 
and expenditures. Also before these 
committees was the bill to ratify the 
one year foreign debt moratorium and 
the attendant discussion about can- 
cellation or modification of the debts 
of European war allies of the United 
States. Before the Senate finance 
committee has been an investigation 
into American investments in foreign 
securities, raising issues which 
dovetail into problems affect- 
ing the economic welfare of 
most of the important nations 
of the world. 


N the various committee 

hearings the best minds of the 
nation have contributed their 
views toward a solution of the 
pending problems. Leading 
international bankers, includ- 
ing Charles E. Mitchell, chair- 
man of the National City 
Bank of New York, Thomas 
W. Lamont, of J. P. Morgan 
& Company and Otto H. 
Kahn, of Kuhn, Loeb & Com- 
pany, have been before the 
Senate finance committee in 
its inquiry into American in- 
vestments in foreign secu- 
rities. Heads of large insur- 
ance companies, including 
Frederick H. Ecker, of the 
Metropolitan Life Insurance 
Company, and Morgan B. 
Brainard, of the Aetna Life 
Insurance Company, railroad 
executives through Daniel 
Willard, president of the Balti- 
more & Ohio and bankers, 
including Melvin A. Traylor, 
president of the First National 
Bank of Chicago, Wilson W. 
Mills, chairman of the board 
of the First Wayne National 
Bank of Detroit, J. C. Trap- 
hagen, of the Bank of New 
York and Trust Company, 
Milton W. Harrison, of the 
Association of Mutual Sav- 
ings Banks, New York, and 
other representatives of in- 
fluential financial and indus- 
trial institutions of the 
country, have testified before 
a subcommittee of the Senate bank- 
ing and currency committee in con- 
nection with the consideration of 
the reconstruction finance corporation 
bill. 

The temper of the Congress is 
nationalistic. This was evidenced 
when the Hoover debt moratorium 
bill provoked a storm of acrimonious 
debate. While the votes by which the 
bill was passed, 317 to 100 in the 
House and 79 to 15 in the Senate, 
showed relatively large majorities, the 




















TOP (Copyright, Harris & Ewing): Thomas W. Lamont (on the right) 
faces Senator Reed Smoot, chairman of the Senate finance committee 


CENTER (Copyright, Wide World): 


administration was forced to accept a 
rider which declared against any can- 
cellation or modification of foreign 
debts. This was a blow to the hopes of 
those who had expected American 
co-operation in working out a solution 
of the knotty problem of debts and 
reparations. The action was taken 
even as the committee of experts at 
Basle was preparing a report declaring 
world prosperity is contingent upon 
a readjustment of the burden of debts. 
Whether the Congress will view the 


Left to right are Frederick H. 
Ecker, president of the Metropolitan Life Insurance Company, Senator 
F. C. Walcott, of Connecticut, chairman of the Senate subcommittee 
on banking and currency, and Morgan B. Brainard, president of the 
Aetna Life Insurance Company, in the subcommittee’s hearing on 
the proposed Reconstruction Finance Corporation 
BOTTOM (Copyright, Harris & Ewing): 
Stimson as he appeared before the House ways and means committee 
to testify on President Hoover’s foreign debt moratorium. 
row is seen Rep. James W. Collier, of Mississippi, chairman of the com- 
mittee, Rep. Willis Hawley, Oregon, former chairman of the committee 


Secretary of State Henry L. 


In the front 
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situation somewhat differently nex; 
winter after the presidential election 
is out of the way, remains to be seen, 
It is by no means impossible that in 
another year or two Congress after 
more bluster and denunciation wil 
consent to a scaling down of war debts 
when faced with the alternative of g 
default in payments. At least Con. 
gress will be forced either to accept an 
extension of the present moratorium 
or else deliberately invite a default, 
President Hoover, his cabinet 
members and other govern. 
ment officials, have been 
in the thick of the con- 
troversies over banking and 
financial questions. Secretary 
of State Henry L. Stimson 
was called before the House 
ways and means committee 
and the Senate finance com- 
mittee in connection with the 
debt moratorium. Secretary 
of the Treasury, Andrew W. 
Mellon, Undersecretary of the 
Treasury Ogden Mills and 
Governor Eugene Meyer of 
the Federal Reserve Board 
have appeared before the 
banking and currency com- 
mittees and before the House 
ways and means and Senate 
finance committees as_ the 
different measures have been 
called up. Comptroller of 
the Currency John W. Pole 
has played his part in recom- 
mendations with respect to 
amendments to the banking 
laws. 

Governor Meyer of the 
Federal Reserve Board has 
loomed up as a central figure 
in the President’s program for 
economic rehabilitation just 
as he similarly figured when 
industry and agriculture were 
distressed during the Wilson 
and Harding administrations 
and to a lesser extent in the 
Coolidge administration. The 
reconstruction finance  cor- 
poration bill was the product 
of his experience as managing 
director of the War Finance 
Corporation. Mr. Meyer also 
has been frequently consulted 
in the framing of legislation 
revising the Federal Reserve 
and national banking acts. 

In perfecting the various measures 
within the province of the banking 
and currency committees the Repub- 
lican administration has managed with 
some degree of success to find a basis 
for co-operation with two groups, 3 
majority of each of which are politically 
hostile. Such controversies as have 
accompanied consideration have been 
somewhat less partisan in character than 
in the case of other classes of legislation. 

The chairman of the Senate banking 
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1 CLEARING HOUSE 


and currency committee, Senator Peter 
Norbeck of South Dakota, a well-digger 
by occupation, is aligned with the in- 
surgent Republican group. Also on the 
committee are two of the most radical 
of the insurgent Republicans, Sen- 
ators Smith Wildman Brookhart of 
Iowa and John J. Blaine of Wisconsin. 
Senator Brookhart has taken enjoy- 
ment in heckling the bankers and busi- 
ness executives appearing before the 
committee, following the same tactics 
with them that he has with Governor 
Meyer whenever the latter has tes- 
tified. To each witness in turn 
Senator Brookhart propounded ques- 
tions which enabled him to inject his 
ideas On management of banks, the 
railroads and industrial corporations 
and on methods of relieving agricul- 
tural distress. Another Republican 
on the committee who is frequently at 
odds with the administration is Senator 
James Couzens of Michigan. 


OF the ten Republicans on the com- 
mittee not more than six thus can be 
counted as dependable administration 
supporters. These include Senator 
Frederick C. Walcott of Connecticut, 
who introduced and took charge of the 
administration reconstruction finance 
corporation bill; Senator James E. 
Watson of Indiana, who similarly 
sponsored the bill for the creation of 
home loan discount banks; Senator 
Robert D. Carey of Wyoming, who 
was made head of a subcommittee on 
the bill to add $100,000,000 to the 
capital of the Federal Land banks; and 
Senators Phillips Lee Goldsborough of 
Maryland, John G. Townsend, Jr., of 
Delaware and Frederick Steiwer of 
Oregon. 

A Democrat, Senator Carter Glass 


© Wide World 


¢ House committee on banking and currency. Standing, left to right: 
G. G. Goodwin, R., Minn.; Jeff Busby, D., Miss.; L. T. McFadden, R., Pa.; 
W.E. Disney, D.,Okla.; J. G. Strong, R., Kans. ; B. M. Golder, R., Pa.; W. L. 
Tierney, D., Conn.; P. H. Stewart, D., N. J.; R. Luce, R., Mass.; C. L. Beedy, D.,N 


of Virginia, has assumed the leader- 
ship in framing the bill embracing 
amendments to the Federal Reserve 
and national banking acts. The 
groundwork for this legislation was 
laid last winter when a subcommittee 
headed by Senator Glass and including 
Senators Norbeck, Walcott and 
Townsend, Republicans, and Senator 
Robert J. Bulkley of Ohio, Democrat, 
held hearings. 

Although intense in his likes and 
dislikes and disagreeing almost vi- 
olently on some points, Senator Glass 
has worked more harmoniously with 
the administration than an outsider 
might suppose. As one of the authors 
of the Federal Reserve Act, he zeal- 
ously guards its various restrictive 
provisions and has resisted numerous 
proposals for broadening its eligibility 
rules, including suggestions advanced 
by President Hoover. No other present 
member of either branch of Congress 
has had such an intimate connection 
with the Federal Reserve law. He was 
chairman of the house committee on 
banking and currency when _ the 
Federal Reserve Act was under con- 
sideration in Congress in 1913 and 
later as Secretary of the Treasury in 
the Wilson cabinet was ex-officio 
chairman of the Federal Reserve 
Board. Since entering the Senate in 
1920 he has been identified with 
various amendments to banking laws, 
including the McFadden act of 1927. 

Curiously Senator Bulkley, serving 
with Senator Glass on the subcom- 
mittee, was a member also of the Glass 
subcommittee of the House banking 
and currency committee in 1913. 

Other Democrats on the full com- 
mittee include Senators Duncan U. 
Fletcher of Florida, Robert F. Wagner 


R., Me.; J. L. Hooper, R., Mich.; F. Seiberling, R., O.; P 
clerk. Seated, left to right: T.A.Goldsborough, D.,Md.; C 
Henry B. Steagall, D., Ala., chairman; W. F. Stevenson, =" 


. Y.; M. K. Reilly, D., Wis.; F. Hancock, D., N. C.; 


Nine 


of New York, Alben W. Barkley of 
Kentucky, Cameron Morrison of North 
Carolina, Thomas P. Gore of Oklahoma, 
Edward P. Costigan of Colorado and 
Cordell Hull of Tennessee. 


WHILE the line-up consisting of ten 
Republicans, several of whom are 
insurgents, and nine Democrats makes 
the committee unwieldy from a par- 
tisan standpoint, its membership is 
perhaps somewhat above the caliber 
of the average Senate committee. No 
fewer than six of the nineteen members 
are former governors of states. Four- 
teen of the above nineteen are lawyers, 
two are farmers and three have had 
business training. Several have had 
incidental banking connections. 

Associated with Senator Walcott on 
the reconstruction finance corporation 
subcommittee have been the same 
Senators who make up the Glass sub- 
committee and two others, Senators 
Brookhart and Fletcher. 

The burden of banking legislation 
has fallen in the House on a committee 
which has a new chairman and five 
new members. The overthrow of the 
Republican organization gave Rep- 
resentative Henry B. Steagall of 
Alabama the chairmanship as_ the 
ranking Democratic member. A law- 
yer by profession, Mr. Steagall has 
been in the House for seventeen years. 
In past years Mr. Steagall championed 
the cause of banks which fought the 
par collection system of the Federal 
Reserve Board, he was against branch 
banking and engaged in a number of 
controversies with the management of 
the system. 

The election of Mr. Steagall as chair- 
man meant the shift of Representative 
Louis T. McFadden of Pennsylvania, 

(Continued on page 35) 
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HE world has yet to experience 

a major calamity or pestilence or 

depression from which it has not 
emerged wiser though perhaps poorer. 
The searching light of truth kindled by 
the necessity of doing the right thing 
and doing it quickly, inevitably throws 
into stark relief the frailties, the 
weaknesses, and, in some cases, the 
viciousness of existing practices which, 
except for the stress of emergency, 
would pass unnoticed or disregarded 
as not important. The entire eco- 
nomic structure of the country is now 
undergoing a most rigid and penetrat- 
ing scrutiny by the greatest experts 
available, because experience has 
taught that something is wrong, and 
necessity demands relief. 

This untinted searchlight of the 
cold and sober truth, concentrated as 
it is on the current economic disturb- 
ance, has brought forcibly to the 
banking fraternity a realization that 
banking methods and practices have 
not as yet attained to the degree of 
perfection that people may rightfully 
expect. The present day experiences 
of the banker are shown moreover to 
be the fruits largely of his own sowing, 
and these fruits of late have been 
mostly a succession of severe jolts. 
But unless all precedent is violated, 
the banker will eventually emerge 
from the ordeal a better, abler and 
infinitely wiser man and the world 
will be the gainer —that will be some 
day. At present the order 
of business calls for facing 
frankly a_ situation that 
admits of no compromise 
with incompetence, and one 
in which there can be no 
moratorium respecting work 
to be done. 

In facing the situation as 
it actually is, we are not long 
in coming to the somewhat 
elementary conclusion that 
for the banking profession as 
an integral and inseparable 
part of our economic Tower 
of Babel, to disclaim any 
responsibility for the struc- 
ture it has helped to build, is 
obviously out of the question. 
For the banker to attempt 
to deny a share of respon- 
sibility for recent conditions 
would make him appear ridic- 
ulous. Fortunately the banks 
are courageously facing this 
fact, and the habit of making 
profits with them being one 
that is not easily broken, we 
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rent We All Reflecting—and 








THE Dearborn State Bank, Dearborn, Michigan, during the past year took over 
two banks in its vicinity and was instrumental in the reorganization of a third. The 
accompanying article contains some observations on the resulting banking situation 
in Dearborn; where four banks, which at the beginning of the year were competing with 
each other, are now, in effect, jointly reviewing their respective operations of past years, 
and in a very literal sense, comparing notes.—The Editor. 
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may rest assured that though they 
profit from little else for a while, they 
will without a doubt profit greatly 
from past misadventures. 

To divert for purposes of explana- 
tion for a moment, I wish to say that 
I must leave it to others better quali- 
fied to speak, to propound with 
finality the complete answer to the 
question — What is Wrong? I attempt 
here only to state briefly a few generali- 
ties and conclusions drawn from a 
rather limited banking experience in 
a small community, but I nevertheless 
must insist that it requires but a 
limited experience under present condi- 
tions to make a few conclusions 
inevitable. 


FOR example, great national projects 

are at present rapidly going forward 
which have for their purpose the 
righting of conditions, and }! make no 
attempt to disparage such efforts or 
minimize their great importance as 
relief measures. But great and wise 
as these measures may be, | believe no 
one will deny the conclusion that it is 
not for the rank and file of bankers to 


look to other places, to the far dis- 
tances, for either the causes or the 
remedies for the evils which beset 
them. It is rather for them first to 
look at home. 

In looking over the home town with 
which this article is concerned, we 
find that the banker’s trouble is 
mainly his customer’s trouble, and 
that one of the reasons the customer 
is in trouble is that the banker has 
extended him too much credit. There 
has thus been formed in our peaceful 
community a sort of vicious circle, 
and such a circle not being desirable, 
there are calls for an answer to the 
question —Who is to blame, the cus- 
tomer or the banker? Personally, | 
have no hesitancy in saying the latter, 
for at least two reasons. In the first 
place the banker is presumed to know 
more about the business of extending 
credit than the customer, and in the 
second place he can less easily be 
excused for being free in loaning other 
people’s money than the customer can 
for exaggerating his own credit worth. 

During the past year our bank has 
taken over two other banks in the 
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Pondering Whose Is The Blame? 


By Jesse W. Bollinger 


Director, Dearborn State Bank, 
Dearborn, Michigan 


immediate vicinity to avert their 
closing, and our directors were also 
instrumental in opening a third which 
had already closed. I mention this 
only by way of providing some basis 
of authority for what has been said 
about the extension of credit. We had 
only to examine the books and ac- 
counts of these banks to realize the 
condition in which many of the people 
of the community had been permitted 
to place themselves through having 
been generously accommodated in one 
of them, or another, and in some 
instances in all of them. Customers 
whom we believed we were accom- 
modating to a reasonable limit, we 
found were considerably obligated to 
other banks. Many of these people 
now face the prospect of devoting a 
good share of the remaining years of 
their lives to paying obligations they 
never should have been allowed to in- 
cur. This is not intended as a criticism 
of bank management, as any one of 
these credits, taken by itself, may have 
reflected good banking judgment; the 
desire here is rather to disclose at 
least one evil of our present system 








of competitive banking, 
and to illustrate the need 
of an adequate check on 
credit extensions. This 
condition of credit 
accommodation may be 
peculiar to our com- 
munity and to communi- 
ties of a similar nature, but I have an 
idea that in a greater or less degree 
the condition herein described tends 
to be quite general. 


FURTHER conclusion as to the 

cause of the local banker’s ills, 
gathered from our recent experiences, 
lies in the basis used in determining the 
value of property given as security for 
loans. It is quite apparent that the 
banker has not been immune from the 
fever of speculation, and that the con- 
tagious enthusiasm of the past few years 
has found its way into bank loans. The 
somewhat old-fashioned process of 
capitalizing the actual income from 
property offered as security, or making 
a fair estimate of actual utility worth 
for the purpose of determining its value 
for loan purposes, has been entirely 
too conservative for the “progress” 
of the times. We had the spectacle of 
banks through advertising and solici- 
tation, vying with other commercial 
and mercantile enterprises to devise 
every conceivable kind of financial 
noose for the neck of the ultimate 
consumer, that is to say, the bank’s 





customer. We find banks actually 
aiding and abetting a process of 
pyramiding credits founded on nothing 
more substantial than the sands of 
speculation. But the scene changes 
rapidly, and there now appears the 
ridiculously incongruous picture of the 
banker, necessarily perhaps but none 
the less ingraciously, informing the 
customer, whom he was but lately so 
anxious to accommodate, that he must 
pay up or take the consequences. This 
also may be a condition peculiar only 
to our community, and I speak of no 
other, but again something tells me 
that it might be possible to find like 
conditions elsewhere. 


"THEN too, we are perforce impressed 

with the conclusion that one electing 
to become a full time banker should 
be that and nothing else, for he has 
chosen a jealous master. A banker as 
such cannot favor private interests 
and be worthy of the name, and he 
cannot have personal interests doing 
business with his bank, without tend- 
ing to favor them as a banker. He 
cannot serve two masters. If he 
elects to become actively identified 
with the somewhat cloistered life of 
serving a bank, he should renounce all 
private association with the interests 
with which his bank has dealings. He 
cannot be an agent safeguarding the 
interests of depositors and at the 
same time, personally concerned about 
the finances of a_ borrower, 
much less so if he is the bor- 
rower himself. Boards of 
directors usually represent 
a fair cross section of the 
business and professional 
people of the community and 
rightly so, but the bank 
executive should represent 
no one but his bank. He 
should be vested with an 
absolute power of veto on 
loans and blessed with the 
courage to exercise it. True, 
laws have been passed to take 
care of the interests of the 
bank in this regard, but it 
requires more than legislative 
safeguards to bring about the 
desired state of conditions 
relative to the making of 
bank loans. It requires first 
and foremost a professional 
ethical consciousness on the 
part of the entire banking 
profession, so strong that one 
intent on violating the sacred 
duty of the banker to his 


(Continued on page 34) 
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OST states regulate by statute 

the investment of trust funds. 

Some even specify particular 
securities that are legal for such 
funds. In a few states the investments 
permitted by guardians are more 
restricted than those allowed to 
trustees. Naturally, the investment 
laws of the various states have taken 
on the characteristics of the states 
themselves, their industries, their 
climate and their population. 

Thus Colorado and Nevada allow 
investments in bonds of irrigation 
districts; Connecticut stipulates that 
trust funds may be invested in the 
stock of insurance companies; Min- 
nesota permits investment in deben- 
tures of farm mortgage companies; 
Mississippi allows investment in levee 
district bonds. Montana excludes 
real estate mortgages on mining prop- 
erty. Oklahoma specifies that Depos- 
itors’ Guaranty Fund warrants “shall 
constitute security for . the 
investment of trust funds.” The 
State of Washington permits invest- 
ment in obligations of the Dominion 
of Canada or any of its provinces. 

The statutes are almost universal 
in allowing investment in bonds of the 
United States, in farm loan bonds, 
and in first mortgages on improved 
real estate, although many states 
limit the amount of the last named to 
50 per cent of the value of the land 
and improvements. 

A few states do not stipulate by 
statute regarding investments, limiting 
them only “in such manner as to 
afford reasonable security and_ in- 


In Trust Work — 
G fhe Investments for Estates 








PART V 








By Paul P. Pullen 


Chicago Title and Trust Company 


terest.” Where the statutes are silent, 
many state courts follow the English 
rule requiring trustees to make in- 
vestments only in government secu- 
rities and in first mortgages on real 
estate. This is also known as the New 
York Rule. Other courts follow the 
Massachusetts Rule, expressed by the 
language of the court in an early case: 
**All that can be required of a trustee 
to invest is that he shall conduct him- 
self faithfully and exercise a sound 
discretion. He shall observe how men 
of prudence, discretion and intelligence 
manage their own affairs, not in 
regard to speculation, but in regard 
to the permanent disposition of their 
funds, considering the probable in- 
come, as well as the probable safety 
of the capital to be invested.” 


PECIFIC statutes do not abridge, of 
course, the right of the creator of a 
trust to write into the trust instru- 
ment such investment powers as he 
desires to give to the trustee. It is 


well known that laws are always at 
least a lap behind conditions which 
they attempt to regulate. Investment 
conditions change rapidly, and. the 
investment statutes of many states 


BURROUGHS 





are out of date. If the testator or 
donor of the trust has entire confidence 
in the trustee (and he should have, 
or he should not create the trust), he 
may well shape the investment provi- 
sions of his trust to give his trustee 
wide latitude in order to meet changing 
conditions. Under such a situation 
the trustee can, to a considerable 
extent, deal with the property almost 
as though it were his own, to the end 
that the income may not shrink and 
the principal may be preserved intact 
and, if possible, increased. 

A typical example of such a clause 
granting broad powers is that used by 
one of the large Chicago trust com- 
panies: 

“The trustee shall invest and rein- 
vest the trust estate in any of the 
securities of the United States of 
America or of any of the _ instru- 
mentalities or states thereof, or of any 
county, city, town, village, school 
district, or other political subdivision 
of any of said states, or in first mort- 
gages of real estate in any of said 
states, or in the stocks, bonds, or other 
securities of corporations of good 
reputation organized and doing busi- 
ness under the laws of the United 
States, or of any of the states thereof, 
or in certificates of interest or partici- 
pation in, or promises to pay secured 
by, groups of securities of the classes 
herein. mentioned, or in any type of 
investment authorized for trust funds 
by the laws of the State of Illinois in 
force from time to time, with power to 
vary the investments of the trust 
estate from time to time, in the 
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discretion of the trustee, for any others 
of the character above specified.” 

It must be borne in mind by the 
trustee that where broad investment 
powers given in the agreement super- 
sede those granted by statute or court 
decision, these added powers must be 
watched carefully and complied with 
strictly. 


HE trust investment committee 

which has its eye to the future will 
adopt an unalterable rule at the start 
that no securities are to be purchased 
for trust accounts from its own bond 
or mortgage department or those of 
any subsidiary or affiliate. Any con- 
trary policy is certainly not only highly 
unethical but probably illegal as well. 
The old common law rule that a trustee 
can make no undisclosed profit from 
the trust has received support from 
the courts at different times, and in 
instances where the trustee has sought 
to give itself the right to purchase 
securities from itself, through a clause 
in the trust instrument, and loss has 
resulted, recent decisions have been 
adverse to the trustee. 

Perhaps no other investment matter 
is productive of so much criticism of 
trustees as the disposal or proposed 
disposal of securities coming into the 
trust estate which were purchased by 
the testator during his life. Such 
securities may represent the life work 
and the entire fortune of the deceased, 
and the beneficiaries may have every 
anticipation of continued profits from 
the property if it is retained in the 
trust. 

Nevertheless the trustee must keep 
firmly in mind the doctrine applicable 
in such cases: “If a trustee receives 
as part of a trust estate securities 
which were owned by the creator of 
the trust (or which were purchased 
by the executor or predecessor trustee) 
and which are of such character that 
the trustee could not rightfully invest 
the trust funds therein, he must dispose 
of them within a reasonable time unless 
empowered by the trust instrument 
or statute to retain them; otherwise 
retention becomes an affirmative act 
of adoption and equivalent to making 
an investment in unauthorized secu- 
rities, so that the trustee must suffer 
any loss that may be incurred.” 

Only a few of the states have stat- 
utes on this matter, among them being 
Connecticut, Delaware, Illinois, Min- 
hesota, New Hampshire, and New 
Jersey. About the broadest of these 
is Illinois, which provides that “any 
trustee may continue to hold any 
investment received by him under the 
trust or any increase thereof.” Even 
in states having statutes covering this 
point, the trustee must keep in mind 
that if he is to avoid personal loss, he 
Must still act in good faith and with 
Sound discretion. 


There are many court decisions on 
the matter of the retention of invest- 
ments, but perhaps the one causing 
the most comment was the recent one, 
In re Clark’s Estate. 

The testator in this case empowered 
his executor and trustee “‘to continue 
all the investments of money in the 
securities made by me and which 
shall come into their possession and 
control at my decease, without any 
personal liability for so doing.” In 
spite of this seemingly broad authori- 
zation the Surrogate held that certain 
stocks which had been retained by the 
trustee could have been sold earlier 
at a higher price, and surcharged the 
trustee with a loss of $17,556. The 
New York Court of Appeals, in 
reversing the decision, said: ‘“‘Under 
the circumstances, we think that the 
trustee, as the event has proven, was 
guilty, at the very most, of an error 
of judgment in not making sale of the 
stocks at an earlier date. It may have 
been deficient in prevision and proph- 
ecy; it was not lacking in the exercise 
of care. Therefore, we think 
that there has been no fault.” 

The important thing for the trustee 
in matters of selling or retaining in- 
vestments received in a trust estate is 
to exercise honest judgment based on 
actual consideration of existing condi- 
tions; courts do not charge trustees 
for mere errors of judgment, but 
always condemn neglect and care- 
lessness resulting in loss. 


PERHAPS the oldest and still the 

most common investment authorized 
for trust funds is the real estate mort- 
gage. The security behind the mort- 
gage can be easily inspected and 
valued; its ability to produce a certain 
net income can be determined with 
reasonable accuracy; and the title can 
be examined and insured. The element 
of chief importance in the purchase of 
real estate mortgage investments is 
an honest, accurate and disinterested 
appraisal. The improvements should 
be adequate and not too great in pro- 
portion to the value of the land. The 
margin of security should be at least 
40 per cent, although some statutes 
require a 50 per cent margin. The 
condition of the neighborhood should 
be given due consideration; that is, 
whether values are likely to increase 
or. whether the district is on the down 
grade. 

The dangers in this class of invest- 
ments lie in inflated values and care- 
less or dishonest appraisals, obsoles- 
cence of improvements, and inad- 
equacy of earning power of the property 
under changing conditions. Due care 
and good judgment will eliminate 
these dangers, however, and render 
well-made first mortgages prime in- 
vestments for trust funds. 

Next in importance as investments 


Thirteen 


legal and suitable for trust funds come 
well secured bonds of high standing 
and thorough seasoning by time. 

The statutes of some states limit 
investments in bonds to first mortgage 
issues upon which no default in interest 
has occurred for a certain period of 
years, usually five. This, of course, 
eliminates all new issues, even new 
series of issues which have been on the 
market and not in default for the 
required period. 

Bonds, perhaps, have some advan- 
tages over real estate mortgages in that 
they are available in smaller denomina- 
tions for the small trust, do not require 
such constant personal supervision, 
and, if long term bonds are purchased 
for the long term trust, necessitate 
fewer reinvestments. 

Such important matters as_ basic 
security, legality of lien, adequate 
earning power, sinking fund require- 
ments, etc., which must be given 
careful consideration by the diligent 
trustee, cannot be treated within the 
scope of this article. 

One form of investment which is 
sometimes permitted by the terms of 
the trust instrument, but seldom 
extended legality by statute, is pre- 
ferred stock. Some trustees consider 
this form of investment attractive 
because it usually offers a better return 
than a bond and yet is free from some 
of the risks attending common stocks. 

On the other hand, it has none of the 
advantages of bonds nor of common 
stocks. It has neither the security of 
a mortgage nor a pledge of assets as 
most bonds have. When earnings 
shrink, preferred dividends may be 
passed. New mortgages may be 
created as prior liens. Bond issues 
and floating debt all have priority 
over preferred stock. Neither does it 
have the possibility of appreciation 
in value that common stock has. 
Preferred stock is usually limited to 
the rate of interest which it bears on 
its face, the common receiving all 
excess earnings. Thus, in good times 
the price of the common may soar to 
unheard of heights, while the pre- 
ferred fluctuates within a narrow 
range, determined more by the rate 
for money than by the earnings of the 
company itself. 


Mest trustees will tell you that com- 

mon stocks are not so popular for 
trust investments as they were before 
the recent major decline in stocks. 
Prior to 1929, we all heard that 
economic conditions had undergone 
a permanent change and that all 
economic laws had been repealed. 
Many common stocks were purchased 
for trusts, no doubt, in which such 
investments were ill advised. This 
does not mean, of course, that common 
stocks have no place in trusts. Where 
the trust instrument grants such 
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power and where the size of the trust 
and the status of the life tenant and 
of the beneficiaries warrant it, a portion 
of the fund may well be in this form. 

Without going into details or pro- 
longing unnecessarily the discussion 
of common stocks as investments, we 
may state a few fundamental principles 
for the trustee to keep in mind in the 
purchase of such investments. 

Be sure, first of all, that the trust 
agreement, either directly or by clear 
implication, gives the trustee the right 
to purchase common stocks. 

Do not invest entirely, or even 
largely, in stocks. Keep the proper 
diversification as among stocks, bonds, 
and mortgages. 

Limit your list of stocks to those of 
seasoned companies having a wide and 
ready market. 

Remember that common stocks, 
fluctuating more rapidly than other 
trust investments, require more careful 
watching and more caution in handling 
than bonds or mortgages. 

Consider whether the stock market 
is at or near the top of a long swing 
and whether fundamental values are 
sound. 

Regardless of the relative merits of 
the individual forms of investment 
just discussed, a well invested trust 
must have proper diversification. This 
diversification is of two kinds: first, as 
to nature of the investments; second, 
as to the individual securities in any 
group. 

Wide diversification is not always 
practical in the small trust; stocks 
should be eliminated entirely, and the 
investments confined to bonds and 
mortgages. The greatest possible di- 
versification should be sought for, 
however, as between the individual 
securities. Naturally, the greater 
number of different securities there 
are in a trust, the more it costs to 
handle. While the temptation may be 
great to invest in only a few securities 
in order to keep the operating costs as 
low as possible, the trustee must bear 
in mind always that the smaller the 
trust the greater is its relative im- 
portance to the beneficiaries and the 
greater the need for absolute safety. 

Larger trusts may well include a 
reasonable proportion of common 
stocks, as well as the usual bond and 








mortgage investments. Such a dis- 
tribution not only permits the trust 
to share in the fundamental prosperity 
of the country through participation 
in the earnings and growth of its 
leading corporations, but also, through 
the counter movements of the equity 
holdings during times of reduced pur- 
chasing power of gold, offsets to some 
extent the effects of the accompanying 
rise in commodity prices. 

Further diversification may be 
secured as between long and short 
maturities. The extent of this diversi- 
fication will depend primarily upon the 
probable duration of the trust and the 
relative needs of the life tenants and 
the remaindermen. Charitable trusts 
in perpetuity may well contain a 
sizable proportion of long term bonds. 
Any trustee, on the other hand, who 
would invest the funds of a trust which 
was to be turned over to the benefi- 
ciary in five or ten years in bonds 
running sixty or seventy years, would 
certainly be derelict in his duties. 


N additional advantage of a mix- 
+ ~ ture of long and short term bonds in 
the average trust lies in the “‘hedging”’ 
possibilities to minimize the effects of 
wide fluctuations in many rates on 
bond prices. 

Trust administration involves two 
major functions: the legal and the 
financial. It is difficult to say which 
one is subordinate to the other. 
Surely, any trust department which 
holds itself competent to administer 
trusts must have an efficient and well 
organized division for the supervision 
of trust investments. 

The first step, as soon as a new trust 
account has been placed on the books, 
should be a thorough analysis of the 
securities received by the analysis 
division. The study should give 
special consideration to the nature of 
the trust, the status of the benefi- 
ciaries, and the classification of the 
assets. 

This latter study is simplified by 
dividing the securities into several 
groups, somewhat as follows: rubber, 
steel and iron, financial, oils, mining, 
public utilities, tobaccos, rails, foreign, 
municipal, miscellaneous. As the trust 
department grows and it becomes 
necessary to enlarge the analysis 
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division, these groups can be divided 
among the staff, each analyst becoming 
more or less expert in his particular 
field. 

As each separate security is re. 
viewed, it should be given a rating, 
such as Prime, High Grade, Medium, 
Speculative, Worthless. The rating 
assigned will determine the frequency 
of the subsequent reviews. ; 

Based on these ratings, current 
prices, the nature of the trust, and the 
status of the beneficiaries, the analysis 
division will make its recommenda- 
tions as to the sale or retention of 
securities. Consideration will be given 
to the merit of the investment, the 
need for diversification, the question 
of current income versus possible 
appreciation and taxation. 

Two sets of major records are 
necessary: a record of securities by 
individual trusts —that is, a card for 
each security held showing which 
trusts contain that particular security 
—and an inventory record card for 
each trust showing all of the securities 
held in each separate trust. 

These major records are supported 
by subordinate records containing: 
(1) Current Financial Information, 
(2) Market Price Fluctuations, (3) 
Regular Financial Statements, (4) 
Record of Subscription Rights, Called 
Bonds, Conversion Privileges, De- 
faults, Maturing Bonds and Notes. 

Thus there is maintained a con- 
tinuous analysis of all trust invest- 
ments, not the least value of which 
will be proof to any court that the 
trustee was not negligent in its duties, 
no matter what charges may be made 
against it. 

A new application of trust invest- 
ment principles has come into use 
during the last few years which has 
rather important advantages to ree- 
ommend it to more general acceptance. 

One of the fundamentals of trusts 
is that each trust must be self-con- 
tained; that is, the assets of any trust 
may not be mingled with those of any 
other or with the assets of the bank or 
trust company. Naturally, in_ the 
case of small trusts this makes proper 
diversification difficult. To remedy 
this situation and to reduce the han- 
dling cost of small trusts, some institu- 
tions have segregated certain securities 


(Continued on page 33) 
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“Right Securities Analysis Pays 


By Hugh W. Grove 


Vice-president and Trust Officer, First Wisconsin Trust Company, Milwaukee 


E cannot claim full credit for 

our method of securities analy- 

sis, since it had its start in our 
securities affiliate rather than in the 
trust company. ‘Today the analysis 
department serves our entire group — 
the trust company, the securities 
company, and the national bank, plus 
a great many banks in Wisconsin whose 
lists are periodically examined. It is 
so valuable, however, that if by some 
impossible development the other two 
units were to discontinue their share 
of it, we should keep it up exclusively 
for the trust company. We might 
not be able to spend quite so much 
money as is now spent in maintaining 
the department, but certainly we 
should maintain the essential features. 
The reasoning behind establishing 
the analysis department on this basis 
—I can speak authoritatively, for at 
that time I was in the securities com- 
pany —was to obtain current informa- 
tion to superimpose upon history. 
Published reports are essential, even 
invaluable. But they are history, and 
history alone cannot be trusted in 
times when changes occur so rapidly 
as they have occurred during the past 
ten or fifteen years. Two days after 
the publication of a periodic statement, 
some inconspicuous happening may 


imperil the earnings or even the safety 
of a company whose securities are 
held in high esteem. We must, there- 
fore, keep ourselves alert to all such 
changes. And we must frequently 
check every security on hand in order 
to assure ourselves that nothing is 
taking place which may injure the 
interests of our trust estates. 

In our analysis we maintain two 
senior analysts, each with a staff of 
competent assistants. Each analyst 
has had ample experience in account- 
ing, in securities, and in general man- 
agement. These are not boys out of 
college a few years back. They are 
mature men of broad experience. 
The man in charge of utilities, rails, 
foreign and governments, came to us 
from a public utility which operates 
gas and electric service, electric rail- 
ways and street cars and bus lines. 
He knew his business before he came 
to us, and has simply been able to 
broaden his view in this intervening 
time. The senior analyst in charge of 
industrial and real estate bonds came 
from a metropolitan bank which 
handled tremendous quantities of these 
classes of securities, and before that he 
had had broad experience that par- 
ticularly qualifies him for the task. 

There is no need to go into the 


details of just how these analysts 
work. Probably no other two men 
would proceed in exactly the same 
fashion, for their methods are geared 
to their experience and their peculiar 
abilities. Which is not to say that 
someone else using other methods 
might not get just as good results. 
The point is, of course, that we under- 
take to get really conclusive, exhaus- 
tive information, and that we actually 
succeed in doing exactly this. Once 
we have the information, it is com- 
paratively simple to apply it to the 
securities it affects. 


OUR standard routine of analysis is 

to analyze four times a year each 
issue contained in any trust in our 
charge. Much of the time this analysis 
involves very little time and effort, 
since most companies show com- 
paratively slight changes in any one 
period. But if any danger flag is 
disclosed, we go into it with the 
utmost thoroughness. And in in- 
stances where an issue or set of issues 
has been of sufficient importance to 
us to justify it, we have spent a good 
many weeks and considerable money 
to dig out the exact facts. 

Here, for instance, is how it works 
out in a comparatively spectacular 
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instance. A corporation has a par- 
ticularly strong investment following 
in Wisconsin. Its record was excellent, 
its prospects seemed better. Not only 
did we find these securities in almost 
every estate that came into our hands, 
but also we bought them in large 
numbers. They had the earmarks of 
a good investment, no matter which 
direction viewed from. There were 
substantial amounts of these securities 
in our trusts—as well as in the hands 
of the bank, of correspondent banks 
and in the securities affiliate. 


A NEW plan was announced by the 

company. Offhand it looked just a 
little dangerous to our man who 
specializes on such securities. He 
brought up his doubts in a meeting 
with the senior officers, and in con- 
sequence was authorized to make as 
thorough an investigation as necessary. 
He went into it with admirable vigor. 
He made an exhaustive examination 
of the company’s assets, checking the 
condition of the assets against pub- 
lished statements. He discovered that 
depreciation reserves were inadequate, 
had been inadequate for several years, 
and that if these reserves had been set 
up adequately the company would 
not have been able to pay preferred 
dividends. As a matter of fact, it 
was three years after our investigation 
that they passed their preferred divi- 
dend — which was too late to save them. 
They had done too many unwise 
things meanwhile, on the assumption 
that they were prosperous! 

After he had made all these inves- 
tigations, our analyst went to Chicago 
and New York to get what facts he 
could from the investment bankers 
and commercial bankers most 
closely in touch with the corpor- 
ation. The general public knew 
nothing about what we had dis- 
covered, and they learned it a 
good many months later, long 
after we had got our estates and 
our customers and our own in- 
stitutions out. 

For get out is exactly what we 
did —not rapidly enough to bog 
down the market, but right up to 
that limit. Our average price 
was near par. At present the 
senior securities are quoted nomin- 
ally at less than half, and the 
junior securities at approximately 
one-quarter of par. 

Again, there was an institution 
whose securities were widely held 
throughout the country. They 
were regarded as gilt-edged, for 
widows and orphans, but our 
other analysis division discovered 
some apparent discrepancies in 
the published statements of that 
company. We brought so much 
pressure to bear that we were 
allowed to put auditors on the 


books. As a result of the auditors’ re- 
port, we hastily unloaded every dollar’s 
worth of these bonds, excepting only a 
small amount held in estates in which 
we had co-trustees who did not agree 
with our recommendation. These 
securities were disposed of at prices 
above par. The company is right 
now in the throes of financial liquida- 
tion, and present bondholders hope, 
within a few weeks, to realize approxi- 
mately fifty cents on the dollar. 

Take another situation which is not 
yet come to a head. We had a good 
many bonds of a well-rated utility, 
and in the course of a routine check-up 
our analyst uncovered what might 
have been an unimportant fact bearing 
on possible competition. Because he 
knows what to look for in a utility 
situation, he nagged and worried that 
trifle of information until he un- 
covered a competitive threat that may 
well cause the company severe em- 
barrassment. We doubt whether the 
heads of the utility actually know of 
the situation, for they are not the best 
management in the utility field. But 
there is nothing they could do about 
it if they did know. The possible 
competitor has a far better manage- 
ment, and we are reasonably sure that 
these keen men are proceeding as they 
are because they intend to take away 
some of the cream of the first com- 
pany’s business, meanwhile so con- 
ducting their affairs that they remain 
exempt from the restrictions of the 
utility commission of the state. More- 
over, the second company is far better 
financed, so that if it comes to a knock- 
down fight, the first company will be 
the under dog from the start. We 


sold out all of these bonds, at 103% — 
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and they are now at 98, which js 
exactly the quotation on the issue 
into which we transferred most of 
these estates at a matching 103), 
Conceivably there may never be any 
trouble on this issue. But we are 
pretty sure that no similar risk attaches 
to the issues into which we moved our 
estates and customers. 

As has been said, we check and 
analyze each issue four times a year, 
Likewise, we check and analyze each 
trust at least four times a year. 
Thus we scrutinize through this cross- 
analysis every security in a trust 
several times a year. 

Our reports as they come from the 
analysis department contain facts that 
we could not hope to get in published 
reports—often because it would be 
dangerous for anyone to publish such 
facts as we dig out. One of the most 
frequent danger signals displayed in 
our reports comes in such a form as 
this: ‘“‘Gross earnings, as reported, 
$8,000,000. Net earnings, as reported, 
$3,000,000. In our opinion the depre- 
ciation taken was inadequate. If it 
had been set up by the practices of 
sound accounting, depreciation would 


have been $2,000,000 greater. Thus 
earnings would be, actual: gross, 
$8,000,000; net, $1,000,000. Thus 


they are earning only 1% times interest 
requirements instead of 41% times as 
reported, and must presently either 
pass both common and _ preferred 
dividends or default on bond interest.” 

When we get a warning in those 
terms, we take the hint! 

To make sure of the best possible 
judgment in acting on reports, every 
change in any trust holdings must be 
decided by two committees. The 
reports of the analysts are sub- 
mitted to every member of these 
committees, and also the analysts 
are present at committee meetings 
with all of their data in order to 
answer any questions not covered 
in their written reports. The only 
exception is when an emergency 
situation requires that the trust 
officers act first and ask the com- 
mittees about it afterwards. But 
when this happens, the changes 
come up for ratification and are 
examined more carefully, if any 
thing, than if they had been 
handled more regularly. 

The analysis staff is admittedly 
expensive. But it saves our trust 
estates so many, many times its 
cost each year that we should not 
even consider operating without it. 
Nor, we venture to guess, would 
any other good-sized trust com- 
pany or trust department be con- 
tent with anything less in securi- 
ties analysis if once it had a taste 
of the values that come from this 
method of doing the job thor- 
oughly and exhaustively. 
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VW YHEN the price level 
falls, perhaps ten 
people lose for every 

one who gains. Why this is 
true was explained in the last 
issue of this magazine*. Obvi- 
ously, if a fall in general 
prices is so disastrous to most 
of us, we are all interested in 
knowing how this untoward 
condition arises. However, 
when we start to inquire 
into the matter, we soon dis- 
cover that supposed authori- 
ties frequently differ as to 
just what forces are primarily 
responsible for the price de- 
cline. The explanation pre- 
sented in the following pages 
represents an attempt to har- 
monize the views of the 
most careful students of the 
problem. On major points, 
all of these authorities appear 
to be in substantial agree- 
ment, differences of opinion 
relating more to emphasis 
than to principles involved. 
Before entering into a dis- 
cussion of why the price level has 
fallen, it will be well to have in mind 
a clear understanding of exactly what 
is meant by the term “price level.” 
The statistician is apt to explain that 
the price level represents a weighted 
average of the prices of all com- 
modities and services bought or sold 
within the limits of the nation. An illus- 
tration devised years ago by Irving 
Fisher makes this technical definition 
easier for the layman to comprehend. 
Professor Fisher likens the price 
level to the level of the water in 
an artificial lake. The prices of in- 
dividual commodities may be thought 
of as the waves in the lake. Broad 
waves represent important commodi- 
ties, high waves, high prices of the 
particular commodities. A gale may 
produce very marked inequalities in 
the surface of the lake. Similarly, 
individual prices may differ widely 
from the general level. However, the 
most terrific gale does not affect in the 
least the average level of the lake, for 





*“As Prices Fall, Who Gains?” by Willford I. King 
The Burroughs Clearin House January. 
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Professor of Economics, New York University 
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a very high wave is always exactly 
offset by a very deep or a very broad 
trough somewhere else. Similarly, we 
may have violent disturbances of 
individual prices without in any way 
affecting the general level of prices. 
Thus, if the price level is constant, but 
if an important commodity like wheat 
falls in price, consumers of wheat will 
have more money to spend for other 
purposes, and increases in the expendi- 
tures for these other purposes will 





“TN 1930 all of us sat in on 
the game of business, holding 
pat hands. We returned in 
1931 satisfied to hold on toa 
small pair and discard the 
three orphans. In 1932, we'll 
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all say, ‘Give me five cards’. 


—Colonel Leonard P. Ayres, 
Vice-president, Cleveland Trust Company. 
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hy Has the Price Level Fallen? 


cause prices in these fields 
to rise sufficiently to offset 
exactly the fall in the value 
of wheat. It follows that, to 
explain a fall in the price level 
by citing such reasons as im- 
proved methods of producing 
wheat or cotton, break- 
downs in the coffee or rubber 
monopolies, or any other 
reasons affecting the prices of 
merely half a dozen com- 
modities, is wholly fallacious. 


[ is equally erroneous to 

ascribe a general decline in 
-prices to some peculiarity in 
the distribution of income. 
When, for example, the em- 
ployer cuts dividends and 
pays out the saved money 
as wages, he may increase 
the price of overalls and 
diminish the prices of motor 
boats, but the price level re- 
mains the same. Likewise, 
when the government takes 
money away from the tax- 
payers and distributes it as 
a bonus, goods in favor with the 
recipients of the bonus will rise in 
price, but those used by the taxpayers 
will fall by an equivalent amount. 
The price level will not be affected 
by the process. 

Though the most boisterous gale 
does not affect the average level of the 
water in the lake, this level changes 
readily enough when new water runs 
into the lake or when water is drained 
out. Evidently, the lake level is con- 
trolled not by the wind but by the 
gates regulating respectively the rates 
of inflow and outflow. Similarly, our 
general price level is affected by the 
production or destruction of gold. 

The level of a lake is always stated 
as being a certain distance above or 
below some standard beach-mark set 
by government surveyors. The beach- 
mark against which the price level in 
the United States is measured is gold. 

For well over half a century, now, 
our government has been on a gold 
standard. This means that the United 
States mint always stands ready to 
buy or sell gold at a fixed price, namely 
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$20.67 per ounce; that the value of 
gold in terms of dollars never changes; 
and that the standard dollar always 
contains 23.22 grains of pure gold. 
As long as a nation is on the gold 
standard, all prices are necessarily 
expressed in terms of gold, for all 
money is freely exchangeable for gold. 
It follows that a rise in the price level 
means a proportional fall in the value 
of gold, and vice versa. A study of 
the reasons for a fall in the price level 
is therefore exactly equivalent to a 
study of the reasors why gold has 
appreciated in value. 

From time immemorial, gold has 
been highly prized for its beauty and 
durability, and it is still 
widely used for dentistry, 
jewelry and ornamental 
work. 

Gold, however, has 
another use. Thousands — 
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of years ago it was dis- Gn, PM 


covered that gold fur- 
nished a highly con- 
venient storehouse of 
value. It was readily 
identified, did not cor- 
rode or rust away when 
buried or otherwise 
hidden, and was easily 
carried from place to 
place. Furthermore, it 
could be beaten out, and 
engraved or stamped 
with symbols: Coins 
were therefore made of 
it and ever since, it has 
served as money. 

Until comparatively 
recent years, gold coins 
passed from hand to hand just as do 
our half dollars or quarters. Today, 
however, most of the monetary gold 
of the world is held in national 
treasuries or in the vaults of the great 
central banks, a large part of it being 
kept in the form of carefully refined 
and weighed gold bars. Critics of our 
present monetary system often deride 
as absurd this habit of locking up in 
vaults the bulk of the world’s accu- 
mulation of this precious metal. How- 
ever, as the base for a great super- 
structure of paper money and bank 
credit, it does vastly more money 
work than if it were circulating as it 
did a generation or two ago. 
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ECENTLY the prices of nearly all 

other commodities have been falling. 
Clearly this means that today gold is 
far more highly prized than it was in 
1929. Why is this true? We are all 
aware of the fact that an article 
changes in value either because of a 
change in the supply of it or a change 
in the demand for it. Which has been 
responsible in this case? 

Since gold moves freely from nation 
to nation, its value is determined inter- 
nationally; in other words it depends 
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upon world supply and world demand. 
Let us first focus our attention upon 
the question of world supply. 

Gold is very durable, hence the 
world stock of the yellow metal 
represents the accumulation of cen- 
turies. The result is that the produc- 
tion of any one year increases the 
world supply by only a small fraction. 
Average production since 1918 has 
been noticeably less than the abnor- 
mally high output prevailing be- 
tween 1907 and 1918. According to 
the estimates of the Gold Delegation 
of the Financial Committee of the 
League of Nations, the amount of new 
gold available for monetary purposes 


ge 





in the entire decade 1920 to 1929 
inclusive was slightly over $2,000,- 
000,000. In 1920, the gold reserves 
in the treasuries and central banks of 
the principal nations of the world 
amounted to some _ $7,200,000,000. 
The new gold available for monetary 
purposes has then been sufficient to 
increase this amount about 28 per cent 
in ten years, which is equivalent to 
a steady percentage rate of growth of 
about 2.5 per cent per year. The 
physical volume of world business has, 
however, been growing 3 to 31% per 
cent per annum. It appears, then, 
that the gold available for money work 
has not been increasing as fast as the 
volume of money work to be done. 
Other things being equal, this fact 
would make for a slowly declining 
level of prices. 

Next let us see what has been hap- 
pening to the demand for gold. People 
of European descent now utilize an- 
nually, for industrial and ornamental 
purposes, some $70,000,000 dollars 
worth of new gold, and it is believed 
that as much more is converted into 
ornaments by the inhabitants of the 
Orient, India being the leading con- 
sumer in this field. The results of the 
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investigations of the Gold Delegation 
of the League of Nations indicate, 
however, that the demand for gold 
to be used for jewelry and in the arts 
is not now as strong as it was before 
the World War, the decline probably 
being due in no small measure to the 
prevailing fashion of using for jewelry 
gold alloys which, being silvery in 
color, are not easy to distinguish from 
less valuable metals. Under such 
circumstances, it is, of course, to be 
expected that a large part of the so- 
called ‘‘white gold’’ jewelry is manu- 


factured, in the main, from baser 
materials such as silver, chromium, 
nickel and aluminum. The rising 


value of gold cannot, 
therefore, logically be 
ascribed to an increas- 
ing demand for that 
metal for use in orna- 
ments or in the arts. 


UT how about the 

monetary demand? 
During the World War, 
and for some time there- 
after, most of the lead- 
ing nations except the 
United States were on 
a paper-money stand- 
ard, and hence they 
allowed their gold re- 


serves to dwindle. 
Recently, however, 
several nations have 


been striving diligently 
to enlarge these reserves, 
and therefore have been 
competing vigorously for 
the market supply of 
gold. Since 1925, the combined gold 
holdings of national governments and 
their central banks have been in- 
creased by $2,300,000,000, an amount 
nearly equal to the entire world 
production of the yellow metal during 
the same period.* Under these cir- 
cumstances, the gold needed for jewelry 
and other commercial uses evidently 
had to be drawn from _ previously 
existing stocks. The natural result 
was to enhance the value of the metal 
and cause a downward trend of prices. 

The fact that both supply and 
demand factors have been tending for 
some years to enhance the value of 
gold, may well account for the slow 
downward trend observable in our 
price level since 1925. However, we 
must seek elsewhere for an explana- 
lion of the precipitous decline in 
general prices which started in the 
latter part of 1929. The reason for 
this decline must, apparently, be 
sought in the fact that, since the gold 
standard ties the value of gold to the 
value of money, any appreciation in 
the value of money automatically 
makes gold more valuable. The next 





*Rogers, James Harvey. America Weighs Her Gold. 
pp. 212-214, 





CLE. 


questi 
been V 
money 
Tod 
done 
circula 
deposi 
compa 
done é 
prices 
other : 
circulé 
Ban 
puttin 
often, 
ence 
rower 
then 
on tl 
showl 
“depo 
When 
optim 
to b 
natio1 
posit 
increé 
any 
pay ¢ 
volun 
rency 
Du 
to 19° 
of de 
the b 
State 
thing 
Lowe 
inter’ 
mone 
as I 
volur 
divid 
per 
Was ( 
veloc 
incre 
Th 
in 1 
dems 
year, 
out | 
1928 
there 
creas 
than 
W 
in th 
were 
out | 
curre 
exte 
of |} 
wou 
danc 
of t! 
fact 
they 
valu 
was 
valu 
they 
ban’ 





he 
d? 


am 
d- 
he 
on 
d- 
ey 
re- 
le. 
aT, 
ve 
tly 
es, 
en 
for 


Id 
nd 
in- 
int 
rid 
ing 


Iry 
tly 
sly 
ult 
tal 


ind 
for 
of 
ow 
pur 
we 
na- 
in 
the 
for 
be 
old 
the 
in 
lly 


ext 





CLEARING HOUSE 


question then is: What forces have 
been working to enhance the value of 
money? 

Today, most of our money work is 
done by bank deposits. These are 
circulated by means of checks. When 
deposits or currency are abundant as 
compared to the money work to be 
done and when they circulate rapidly, 
prices are high. When deposits and 
other currency are scarce or when they 
circulate slowly, prices are low. 

Bank ‘“‘deposits” may be created by 
putting money into the bank. Very 
often, however, they come into exist- 
ence through borrowing. The bor- 
rower gives his note to the bank and 
then an entry is made 
on the bank’s ledger 
showing that he has a 
“deposit” in the bank. 
Whenever people are 
optimistic and inclined 
to borrow freely, the 
nation’s supply of de- 
posit currency tends to 
increase. Whenever, for 
any reason, borrowers 
pay off their loans, the 
volume of deposit cur- 
rency diminishes. 

During the period 1923 
to 1928, the net volume 
of demand deposits in 
the banks of the United 
States rose by some- 
thing like 20 per cent. 
However, in the same 
interval, the amount of 
money work to be done, 
as indicated by the 
volume of debits to in- 
dividual accounts, grew by nearly 80 
per cent. To meet this demand, money 
was checked out more frequently, the 
velocity of circulation of deposits 
increasing nearly 50 per cent. 

The final spurt of the stock market 
in 1929 called forth no increase in 
demand deposits over the preceding 
year, but bank balances were checked 
out perhaps 20 per cent faster than in 
1928. The climax of the boom was, 
therefore, mainly financed by _ in- 
creased velocity of circulation rather 
than by new money. 

When, late in 1929, panic appeared 
in the stock market, many speculators 
were compelled by their brokers to get 
out of debt. The volume of ‘deposit 
currency” therefore shrank to some 
extent. Since, however, the volume 
of business declined greatly, there 
would still have been a superabun- 
dance of money to do the money work 
of the nation had it not been for the 
fact that depositors in general, when 
they saw security and real estate 
values crumbling, decided that money 
was the only thing likely to retain its 
value. Under these circumstances, 
they became loathe to part with their 
bank balances. The result was that 
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the velocity of circulation declined 
precipitately, falling off more than 
half between November, 1929, and 
November, 1930. Some authorities 
would say that this fall in velocity 
caused a decline in the price level, or, 
in other words, a rise in the value of 
money. Probably it is more accurate 
to say that the fall in velocity was a 
result rather than a cause, the true 
situation being as follows. The col- 


lapse in the prices of stocks, real estate 
and wheat caused the public to lose 
confidence in the future value of most 
indirect goods such as raw or semi- 
manufactured materials, securities, or 
realestate. Hence they decided to keep 
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their money in the bank, since they 
felt that to be the surest way to safe- 
guard themselves against loss. But 
the longer, on the average, money is 
kept in the bank, the slower is the 
velocity of its circulation. 


[DURING the early part of 1930, the 

slackening of business caused the 
volume of actual money in circulation 
to decline about 5 per cent, the shrink- 
age being explained mainly by the fact 
that the Federal Reserve banks retired 
those notes which, being no longer in 
demand for use as circulating medium, 
accumulated in the tills of the member 
banks and hence were turned in for 
redemption. 

Near the end of 1930, however, the 
epidemic of bank failures, largely 
brought about by the decline in the 
price level, frightened many depositors 
so severely that they exchanged their 
deposits for money, and either hid 
their money or placed it in their safe 
deposit boxes. Apparently, with- 
drawals of this type have amounted 
to not less than $600,000,000, or 
something over one-seventh of the 
supply of hand-to-hand money usually 
in circulation. These withdrawals 
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show that, in time of stress, people 
still turn to money as the safest store- 
house of value, but, in this instance, 
the hoarding is mainly of paper money 
rather than of gold, for there is general 
confidence that the paper will, on de- 
mand, be redeemed in gold. The 
existence of so much hoarding reflects 
the fact that money is now valued 
highly as compared to commodities, 
or, in other words, that the price level 
is low. 

We may, then, sum up by saying 
that the present price decline is due 
mainly to three causes: 

1—Absorption of gold 
reserves of central banks. 

2—Reduction of the 
supply of deposit cur- 
rency caused by volun- 
tary or forced reduction 
in the volume of bor- 
rowing from banks. 

3—A widespread feel- 
ing that money is, for 
the moment, the only 
safe form of investment, 

-a decline in the values 
of all other types of 
commodities being 
anticipated. 

So much for the forces 
giving rise to the decline 
in the price level. What, 
however, do the facts 
just mentioned portend 
as to its probable future 
behavior? This is the 
query which we are all 
most interested in hav- 
ing answered. 

Of course, no one can 
foresee the future. One can, however, 
observe the direction in which present 
indicators point. Perhaps the easiest 
way to gain a fair view of the situation 
is to ignore entirely the monetary 
changes taking place during the stock 
market orgy of 1925 to 1929, and to 
make comparisons between the situ- 
ation existing in the autumn of 1931 and 
that prevailing in 1923, the last full 
year before the stock market boom. 

The gold holdings of the United 
States Government, including those 
of the Federal Reserve banks, are 
somewhat larger than in 1923, and 
the “reserve ratio”’ is well above legal 
requirements. Hence, in the United 
States, there seems little reason to 
suppose that the price level will be 
held down unduly by shortage of gold, 
unless perchance, the outflow of gold 
beginning in the early summer of 
1931 should -be considerably extended. 

The volume of actual money plus 
deposit currency in circulation is now 
about 10 per cent greater than in 1923. 
If business becomes reasonably active, 
it is probable that new loans will cause 
the volume of deposits subject to 
check to increase somewhat. Even 
so, the trend of the last five years 


(Continued on page 28) 


into the 











Twenty 


THE BURROUGHS 


© [he Entire Staff Is Selling 


cBy W. Irving Bullard 


Vice-president, Central Republic Bank and Trust Company, Chicago 





O-GETTING solicitors 
(; working out of a new busi- 
ness department are more 
than desirable; they are neces- 
sary to a bank in a large com- 
munity. But they often result 
in a basic weakness of new busi- 
ness activity. For where a busi- 
ness extension department exists, 
all duly staffed with competent 
men, the temptation is strong to 
leave to this department all the 
responsibility for business get- 
ting. Thereby the bank loses the 
selling enthusiasm of its em- 
ployees —not of its officers, to be 
sure, but of the rank and file | 
whose contacts extend through | 
every section of the city. And | 
this is a heavy loss. 
Contests are inadequate to 
compensate for the lackadaisical 
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interest of employees commonly 

seen outside of contest periods. Again, 
we have used contests and intend to 
keep on using them. But we are taking 
definite steps to maintain continuous 
interest among our people instead of the 
merely sporadic enthusiasm whipped 
up by a high-pressure contest. To 
attempt to express it numerically, let’s 
assume that the business-getting energy 
of employees during a successful con- 
test equals 100 per cent of the effort 
attainable under any circumstances. 
Between contests it ordinarily drops 
back pretty close to zero; let’s call this 
5 per cent, to allow for the one or two 
employees who have seen the vision 
and pursue it all the time. 

Our aim is to raise this workaday 
figure to 50 per cent or 60 per cent or 
whatever we find we can attain by the 
exercise of our best efforts. Then, on 
occasion, we can bring it up to 100 per 
cent, for not to exceed three months a 
year as before. Under the old method, 
we thus attain an average activity 
index of less than 30 per cent. Under 
the new, we attain somewhere between 
60 per cent and 70 per cent for our 
average. The difference in activity 
should mean a world of difference in 
our commercial and savings deposits, in 
our trust and investment business, and 
in every other department of the bank. 

The idea has been in use on an 


experimental, limited scale for some 
years in one of the banks merged into 
this institution last summer. It had 
been producing results, what’s more. 
We had seen a small but steady 
increase in the number of new cus- 
tomers brought in from the outside 
through the efforts of people whose 
work was far removed even from con- 
tact with the public. We had seen a 
great many new safe deposit accounts 
opened by savings customers, trust 
accounts opened by checking cus- 
tomers, through the efforts of the very 
employees who under normal in- 
activity would have let these prospects 
slip away. So we knew the idea had 
value. 

Before some reader raises the objec- 
tion that not all employees have 
business-getting ability, let me disarm 
him by admitting it. There are some 
folks who could not sell turkeys at 
Thanksgiving time for 10 cents a 
pound, and if, these people are em- 
ployed in your bank or ours, we might 
just as well give up all effort of stirring 
them up. We have some of these 
employees, and so have you. They 
often make fine, faithful employees 
who perform their jobs well, and 
eventually go on the pension roll from 


exactly the same jobs they have 
occupied through the years. But 


sad 


the bank is no reason for abandon- 
ing all effort to bring out the 
maximum sales abilities of those 
employees who would make good 
solicitors. 
It is 


| 
| 
| because there are such people in 
| 
| 
| 


downright astounding 
| how many people show that they 
| can get business when they really 
| want to. Many of these are 
| working in jobs that certainly fail 
| to hint at salesmanship, and some 
| of them are so far removed from 
| banking operations that it is a 
little difficult to think of them as 
working for the bank unless we 
see their names on the payroll. 
For instance, there is a woman 
who scrubs her section of the 
bank floor. Her working hours 
are from about 6 p. m. to 2 or 
3 a.m. I doubt whether she 
has ever seen the bank at a time 
when banking operations are being per- 
formed. To her it must be a vast 
expanse of floor over which people for 
some perverse reason walk in great 
numbers with dirty shoes. If she 
knows from personal observation any- 
thing about why the Central Republic 
is a good bank to do business with, | 
am an expert on the Einstein theory. 
But she brought in $12,000 in savings 
accounts during our most recent con- 
test! 





[¢ would be almost criminal if we 

failed to permit such people to exercise 
their talents at bringing in business. 
Not alone, nor even principally, from 
the standpoint of the new business 
itself. Far more important to the 
bank and to the employees themselves 
is the personal development that comes 
to people who are allowed to use the 
talents that they possess. I believe, 
because in a few instances I have been 
privileged to see it work out, that 
many a person who plods along doing 
a merely passable job of a mediocre 
type of work is gifted in ways which 
will develop if given the opportunity. 
Put a. youngster on a dull job of 
routine, and you may dull him for all 
time if he lacks the initiative to find 
channels through which he can develop 
his inborn abilities. Give that boy a 
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chance to use a latent gift of sales- 
manship in bringing in new business 
entirely as an incidental activity, and 
you may bring out enough worthwhile 
characteristics never before suspected 
to put him on the officers’ platform 
within a few years. 

Or consider a girl in a department 
where she and a dozen others operate 
adding machines all day long. Like 
most clerks at her level, she sees noth- 
ing beyond the immediate job; whatever 
ideas she has of getting ahead in 
the world are nothing more than 
vague yearnings. If the bank 
somehow gets her interested in 
herself as part of an institution — 
if it somehow gives her the vision 
of banking instead of running a 
machine—she has an opportu- 
nity to develop the characteris- 
tics which will make her a logical 
candidate for supervisor of those 
adding machine operators, and 
eventually perhaps bring her to 
a job considerably higher up the 
scale. 

This is not just hypothesis. 
Every banker has seen a pre- 
viously unpromising employee 
develop into good timber for 
promotion. We know, from 
experience and observation, that 
the method we are pursuing is one 
effective way to bring about 
this result. 

Right now we are doing what 
we can to develop this type of 
vision in our employees. Any 
employee who wishes may attend 
a series of meetings that are 
being held after bank hours. 
At each meeting one major 
department of the bank is dis- 
cussed in detail under the leader- 
ship of the officer in charge of 
this work. The ten meetings in 
the course are: General; busi- 
hess extension; savings; com- 
mercial; credit; foreign; invest- 
ment affiliate; real estate loan; ac- 
counting and auditing; trust. The 
first meeting was on November 19, the 
last of the series is scheduled for 
April 28. 

We have not tried to develop any 
whooped-up enthusiasm to bring into 
this course people who are not genu- 
inely interested. It is significant that, 
so far, we have averaged about 600 
people at each meeting, or about 35 
per cent of the bank’s employees. 
And so far there is no indication that 
the number of enrollments will taper 
off into slack attendance. 

You will observe that the first 
Specific department handled was busi- 
hess extension. This was intended to 
Sive all of these people an idea of how 
they can co-operate to bring in busi- 
hess. Already it is having results. 
Employees are developing the encour- 
aging habit of speaking to the new 


business people to get additional in- 
formation or to give specific sugges- 
tions. As the course continues and 
these people get additional informa- 
tion about the various departments, 
we shall definitely find new business 
coming along for these departments 
in volume above what has been pre- 
viously experienced. 

Our plan is based on the principle 
that it is possible to get more real 
business-building activity among the 
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rank and file through enlisting their 
genuine interest and loyal co-operation 
than by putting up prizes as a stimulus 
to synthetic enthusiasm. We have 
proved the potency of a straight loyalty 
appeal previously in a savings con- 
test without prizes which has been 
described in this magazine.* In that 
contest we got $2,500,000 in new 
accounts. 

As an instance of the interest among 
our people, just the other day the 
policeman who serves as a doorman 
on the front sidewalk of the building 
told one of our new business men that 
he was going to get a $1,000 savings 
account within a few days. He will 
deliver it, too, for on other occasions 
he has made similar promises and has 
always kept them. An employee in 
the wire transfer department learned 
of one valuable account through his 
work; we were handling considerable 
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transfers for this corporation between 
a New York bank and a Chicago 
customer, and the tip passed along to 
the business extension department 
brought in a commercial account with 
a large balance. A messenger has 
brought in several savings accounts in 
amounts between $5 and $1,200. 

One young man in a minor position 
wrote to his brother-in-law in New 
York, the comptroller of a large in- 
ternational company, about the ad- 
vantages of dealing with our 
bank, and passed along the in- 
formation to our business exten- 
sion department. Through his 
efforts and subsequent talks by 
officers of the bank, this devel- 
oped into a very substantial 
checking account. A _ young 
woman in our filing department 
brought in another account of 
$500,000. Her brother was well 
acquainted with a man who is a 
business and political leader in 
his district, she had met this 
man a few times and decided 
that he could influence some 
fine business for us. She proved 
she was right. 


"THESE examples are of people 

whose public contacts are so 
limited or so incidental that one 
might well assume that their 
influence on new business would 
be negligible. It is less unusual 
to report other types of expe- 
rience we have had. Employees 
in the safe deposit department 
have turned in a good many 
leads which were developed into 
trust accounts by solicitation 
from that department; most of 
these trusts came from people 
who were not known to have 
substantial estates, but whose 
visits to the safe deposit vaults 
indicated otherwise to alert 
attendants there. Such examples 
could be listed to fill a dozen pages of 
this magazine. 

We have likewise had a good deal 
of success in following leads for com- 
mercial accounts brought to us by 
trust solicitors and by bond salesmen 
of the Central Republic Company. It 
is not reasonable to expect bond sales- 
men or trust solicitors also to sell 
commercial banking service, for they 
are specialists and cannot get the best 
results in their own lines if they 
attempt to spread their efforts over 
our whole line of activity. But these 
are the very employees of the bank 
whose work brings them into the most 
intimate contact with good prospects 
for our other services. 

For instance, a bond salesman 
develops a good customer for secu- 
rities. If the customer can buy bonds 

**Loyalty Wins—a Savings Contest,” by W. Irving 
Bullard, The Burroughs Clearing House, April, 1931. 
(Continued on page 25) 
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a EVER did I feel so acutely that 
N sinking feeling, which I sup- 

pose touches each of us at 
times,” said a bank president, “‘as 
when a few months after opening my 
first bank I was greeted one afternoon 
by a brisk stranger who without 
preliminary handed me his credentials 
as a bank examiner and took charge 
of the institution. For a moment I 
was dizzy —but I have got over that 
long ago.” 

Something of the same upsetting 
affected me when we had our first 
visit of the examiner after I had be- 
come a director of the Center State. 
The official was one of those pompous 
individuals who had his own ideas of 
showing his power. He ordered all the 
board to be present at a fixed hour. I 
can yet visualize the six men—one 
member was out of town —in the dimly 
lighted back room facing the frowning 
interrogator who had a vast heap of 
papers and law books —the latter for 
scenery —beside him. 

He had given the note case a 
thorough investigation and had laid 
out forty or fifty notes as horrible 
examples. First he catechized us on 
banking law and it was pitiful how 
little we knew. He touched on the 
technicalities of bank management, on 
the duties of directors and the dire 
consequences if anything went wrong. 
The lawyer on the board stood it for 
awhile. 

Then, “What is this—an_ inquisi- 
tion?”’ he demanded. 

“I want to know if this board under- 
stands its responsibilities and what 
happens to you if there is a loss.” 

The lawyer went to a copy of the 
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PART II 








banking laws and, opening it, asked: 
“Will you show me what are our 
actual responsibilities?” 

“IT have not time to argue with 
you —”’ 

“You do not need to argue. You 
know that it does no good to scare 
this board by insinuations of things 
that are not so, and I, for one, will not 
stand it. What we are responsible 
for, and nothing else, is that we ‘use 
ordinary care and diligence, which is 
such care as an ordinary prudent and 
diligent man would exercise in view of 
all the circumstances’. That is a 
court decision—why not be sensible 
about it?” 


HE catechism ceased and the notes 

were taken up. One after another he 
questioned, declared our judgment on 
collateral was wrong, allowed that 
mostly we had a collection of junk — 
that was eighteen years ago and the 
bank is today as then one of the 
strongest in the state. Finally he 
came to what he considered his point 
of vantage. 

“Here is a John Haplin—he has 
owed the bank $1,900 for two years. 
He has renewed this note three times. 
What about it?” 

‘*“Well,’’ answered the cashier, ““Hap- 
lin is a farmer over on the bottom. 
He is hard working and has always 
met his obligations—but he is slow. 
He has had a lot of sickness, his wife 
is now in the hospital, the note is 


i 





secured about half by his cows and 
farm implements —and he is good for 
it when he can get on his feet.” 

“You can’t run a bank this way,” 
snorted the examiner, “I want this 
note collected at once.” 

“But,” I broke in, “we cannot do 
things like that —” 

“Yes you can—collect this note 
now.” 

The president who had been quietly 
smoking a cigar, arose and handed the 


‘examiner a sheet of paper and a pen. 


“We will collect the note,” he 
announced calmly, “if you will write 
out an order for us to do it and sign it. 
The sheriff will go out and clean his 
place in the morning. But when this 
bank loses the business of two hundred 
customers in that section, neighbors 
of an honest man for twenty years, 
and the local paper writes up our 
heartless methods, I shall see that a 
full report is sent to the banking 
department along with your order.” 

“Oh, well, but —maybe —”’ 

“No ‘maybe’ about it. It’s your 
move, right now. If you think you can 
come out here and tell us whether or 
not our paper is good, refuse to take 
the word of myself and this board as 
to the paper we hold, just go ahead and 
issue your orders. Furthermore, you 
make any sort of a report on this bank 
you desire. We are willing to talk it 
over with you and aid you and give 
you all information and take your 
suggestions for what they are worth, 
but you can’t bulldoze me. It may 
interest you to know that I shall take 
the morning train and see the head o! 
the banking department at ten o’clock 
tomorrow and tell him that you are 
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better fitted for a traffic cop than for 
g bank examiner. Here’s one banker 
who will stand by his rights. Go 
ahead —I’m through.” 

The president put on his coat and 
departed —with a slammed door to 
punctutate his going. 

The remainder of the conference was 
decidedly chilly, with a somewhat 
forced affability on the part of the 
examiner. We had no further criti- 
cisms and we soon filed out into the 
street. 

“Will Jim do it?’ queried the 
lawyer member. 

“You bet he will,” replied the 
cashier. He did. That examiner was 
called in at the end of the week and 
lost his job and the announcement was 
followed by a long list of compliments 
from bankers who had been angered 
by his tactics before he reached us. 


N all my long years of service on 

the boards of directors, he was the 
only example of the bulldozing exam- 
iner. The psychology was, of course, 
that he knew little of banking and was 
covering his inferiority complex by a 
rough show of authority. In _ two- 
score conferences with examiners, I 
have been impressed with their desire 
to help —sometimes not entirely tact- 
fully but with good intent. 

The fussy examiner who bursts into 
the bank like a tornado, rushing about 
putting stickers on all the books and 
frightening every bookkeeper and clerk 
out of a year’s growth, accomplishes 
nothing except to irritate. That kind 
is about extinct but they used to be 
quite common. The one who is calm, 
businesslike, courteous and asks for 
confidence, gets results. Directors 
are willing to tell what they know and 
they often obtain from the visit an 
insight into financial conditions and 
tendencies that aid them in their 
work —if the examiner will be helpful. 

Our president had one favorite 
experience that gave him much satis- 
laction in dealing with a _ rather 
meticulous examiner. 

“Here is a note for $12,000,” said 
the examiner in the presence of the 
board. “It seems to be by one Dan 
Callahan and has been running over 
six months. This is a very heavy 
loan, and besides it does not seem to 
have any collateral—what is your 
reason for making it?” 

“Dan is a cattle man and he’s all 
right,” remarked the president, with ap- 
parentanxiety. “I feelsure it is good.” 

“Did the board pass this?” We 
acquiesced. 

_ “Well, it is going to be pretty hard 
if you have to pay —” and he went on 
With a lecture on the risk that such an 
accommodation might entail. When 
he had orated at length, the president 
broke in: 

“Oh, say, now that I think of it, 
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seems to me there is some collateral 
for that note,” and he went to the 
vault. He returned and laid an enve- 
lope before the examiner. Out of it 
came two unregistered Liberty bonds, 
$10,000 each. “Will that do?” 

The examiner swallowed twice, then, 
“I guess so—let’s take up the next item.” 

Old Dan had come in the bank one 
stormy day and dragged the bonds 
out of his overcoat pocket where he had 
been carrying them loosely. “I want 
$12,000 and these’ll hold ye,” he had 
explained. They did. 

One thing impressed me in meeting 
with examiners — that absolute frank- 
ness is the best way. As one examiner 
put it: “If the bank officials and the 
directors will tell me the entire truth, 
I can help, maybe—anyhow I have 
some basis to work on. If they cloud 
up any of the bank’s operations, it 
makes it just that much harder for me 
and perhaps for the bank. And it is 
always best to face things as they are. 
If more boards had done this, we should 
have had less bank trouble.” 

Back in the early twenties an 
excellent examiner, but somewhat in- 
clined to crustiness, called on us. He 
scrutinized paper closely and asked 
questions that often had little to do 
with the case —apparently just to put 
in time, sometimes embarrassing us. 
Along came a $125 note of a young 
garage manager. It had grown from 
$60 and had been renewed four times. 
The maker was honest but carrying 
a heavy load. We figured on taking 
it out in service some day if he could 
not liquidate it. 

“What about this?” shot the query. 
“Don’t look just right.” He stared 
directly at me. 

“It is not worth a tinker’s dam, if 
you really want to know,” was blurted 
out, “but maybe we'll collect it.” 

The examiner threw up his hands. 
“That is the frankest statement I ever 
heard from a director,” he laughed. 
“Just let it stand—I believe you'll 
get it.” 

The fact is that every bank has some 
paper that is on the edge of worthiness. 


No one knows better than the officers 
and board just what are all the various 
angles bearing on the likelihood of its 
being paid. Recalled are two instances 
typical of the intimate matters that 
come to a board of directors and how 
we handled them. 

One day a widow of a farmer came 
to the bank and asked to have the 
board meet for her benefit. The 
cashier explained that she had talked 
to him but he thought we should act. 


SHE was a sweet-faced farmwife of 

about forty-five and perfectly com- 
posed and businesslike. Her husband 
had owed the bank $3,000 and we had 
a mortgage on all the live stock, farm 
equipment and the growing corn. 
There were three children. 

*“You can collect it all,’ she began, 
“but if you do, I must move to town 
and try to get work. The farm is 
mortgaged and we have had a lot of 
doctors’ bills to pay. I have paid 
everybody but the bank. I have two 
hundred chickens. If you will let the 
note stand and loan me $500 more to 
build up my flock and get some cows, 
I can run the farm with my boys and 
you will get every cent —besides giving 
me a chance.” 

Somebody made the motion and it 
carried. In three years she had kept 
her promise — making it out of poultry, 
the dairy and some extra good crops. 

Then there was a sturdy Sweed 
farmer who owed the bank $2,300 —he 
had spent it all in unfortunate live- 
stock feeding and in improvements on 
his land. We held a mortgage on the 
80-acre farm. He and his comely 
young wife came to talk it over with 
the board. A farm bureau expert 
from the agricultural college had the 
week before made a dairy talk before 
the Rotary Club to which most of us 
belonged. It gave us an idea. We 
offered to buy him six cows to be 
selected by the college. He was to 
pay the bank one-half the milk check 
every month and would make a new 
note to cover the whole loan. He and 
his wife gleefully agreed. He lived 
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up to the agreement and incidentally 
was started on the road to competence 
—the last I heard of him he owned g 
200-acre farm and was clear of debt. 

Neither of these proceedings, prob. 
ably, would have met with the 
approval of some examiners —but they 
worked because we grasped clearly the 
human element in our customers, 
And this human element is the thing 
that after all is the basis of the loan~ 
banking is not a matter of statistics, 
Sometimes the members of the board 
get a little closer to it than the active 
officers because they are mentally 
less hampered by the technicalities of 
the business. And I imagine that it 
is often a relief to the officers to have 
the responsibility shifted to the shoul- 
ders of the board members rather than 
to carry it themselves. 

In recent years the examiner has 
had a most difficult task. On one side 
was the desire to keep the bank liquid 
and on the other the great desirability 
of allowing to producer and business 
man credit to enable them to carry on 
in a period of lessened income. It 
has been a delicate mission and on 
the whole the examiners have fulfilled 
it with sincere effort to help. They 
have come closer to the boards of 
directors than ever before and taken 
counsel with them in greater frankness, 

Of course, the board’s own examina- 
tions go on, but these are of necessity 
little more than checking the accuracy 
of the bank statement. It is from the 
outside view of the examiner that I 
always received a clearer understand- 
ing of our position. I recall many 
examiners who by their broad con- 
prehension of banking principles, their 
clarity of vision and sound advice, 
have added vastly to our faith in our 
institution and our community. 

Every little while somebody evolves 
what he calls the language’s sweetest 
words. I doubt if any are more 
pleasant than when after a ‘two-day 
scrutiny of a bank’s books and affairs, 
the examiner closes his brief case and 
smilingly says: “You have a very 


excellent bank —I have no criticisms.” 
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CLEARING HOUSE 


The Entire Staff is 
Selling 


(Continued from page 21) 


in sizable amounts, he is a good pros- 
pect for a testamentary or living trust. 
Likewise he must be carrying a sub- 
stantial checking balance somewhere 
in which he accumulates the sums that 
he spends with us for investments, and 
we had much better serve him in this 
respect also. Or a trust solicitor is 
working with someone who owns a 
substantial estate. This person is a 
good bond prospect, and also should 
yield a good commercial account. 

" So we encourage these men to turn 
over to the business extension depart- 
ment their leads of these sorts. Then 
our own solicitors follow up these leads, 
and develop many of them into new 
business of the most desirable sort. 
Anyone whose trust estate deserves the 
attention of a trust solicitor or whose 
bond business makes him a good cus- 
tomer of the company, is most unlikely 
to require a lot of attention to make 
sure that he maintains an average 
balance of profitable size. 

The further we go into this plan of 
enlisting the co-operation of the bank’s 
entire force, the more value we get 
fom it. The enthusiasm of a good 
co-operator is infectious. It spreads 
to others, and gradually we find an 
increasing percentage of all our em- 
ployees keeping alert to help them- 
selves by helping the bank grow. 
This spirit has already spread so that 
an astonishing percentage of all our 
employees are bringing in a little 
business of this, that, or the other sort 
all of the time. And we know that 
we have nowhere near reached the 
limit of our plan. It is still only in its 
early stages, and is gathering momen- 
tum every month. 


E still have a lot to do to bring 

our working tools to the keen edge 
that we know is possible. For in- 
stance, it is only within the past few 
weeks that we have distributed among 
the co-operative people in the bank 
pads of a form on which to report 
prospective new business for solicita- 
tion by the business extension depart- 
ment. We still have to develop a 
manual of selling for use by our whole 
force of employees. We need even- 
tually to work out some way of making 
sure that an employee who brings us 
new business and good prospects is 
infallibly brought to the attention of 
his superiors as a person worth watch- 
ing for promotion. 
_ But we have gone far enough with 
it to be sure of our ground. We have 
proved that our bank—which in this 
respect is presumably no different 
from any other good-sized bank —is 
honeyeombed with people who can 
and will get new business if they are 
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Button ‘‘O”’ Opens the door 
Button ‘‘C’’ Closes the door 


The New DIEBOLD Electric 
Rekordesk Safe ... 


HE New Electrically operated, Rekordesk Safe in- 

troduces an entirely new conception of certified 
record protection. For the first time it is really 
possible to bring convenient and adequate fire pro- 
tection to card records where they are used. In case 
of fire, one need merely push the button and run. 
The door will automatically close. Safety against 
fire is assured day and night. 


The safe is opened and the cards raised to operating 
position electrically. Full vision is unobstructed. 
The sliding desk top and other conveniences increase 
the efficiency of the operator. 


There is a place for this marvelous new electric safe 
in every savings department. Savings accounts, 
building and loan accounts, election registration 
cards, payroll records, and installment credit ac- 
counts are just a few of the records that need the 
combined efficiency and protection of the new 
Diebold Electric Rekordesk Safe. Beautifully de- 
signed, the Rekordesk Safe is an attractive piece 
of office furniture. 


Ask for full information and descriptive literature 
on this most modern safe . . . the first electrically 
operated safe. 


DIEBOLD 


SAFE & LOCK CO., CANTON, O. 








Over Seventy Years of Protection Service 
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even mildly stimulated to do so and 
even crudely equipped with the in- 
formation necessary for solicitation. 
For, mind you, we are definitely trying 
to avoid getting business on the basis 
of “help me out so I'll be able to say I 
brought in your account.” We want 
it on merits of the bank, or not at all. 

Considerable as we expect the effect 


to be on our deposits within the year, 
we are sure that the greatest value to 
the bank is deferred perhaps five years. 
For by that time, if we successfully 
maintain our program, we shall have 
a whole force of people who have for 
five.years been thinking of themselves 
as bankers rather than as drudges in a 
dreary routine for a few dollars a week. 
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They will have developed the ability 
to think for themselves, the initiative 
to do something about their thoughts, 
and the habit of bringing in business 
from every possible source. The pos- 
sible effects of such a situation are 
tremendous. If we realize even 20 
per cent of them, we shall prosper, 
And I think we shall do it. 


(Yanadian Notes and Comment 


OME interesting facts on the distri- 
bution of bank branches in Canada 
with relation to population are gained 
in the preliminary census bulletin 
issued by the Dominion Bureau of 
Statistics. The population of the 
Dominion as shown by the census 
return is 10,360,000, a gain of 17.82 per 
cent over the 1921 count. Taken in 
conjunction with statistics on branch 
banks as at November 1931, an analy- 
sis shows that Canada has one 
branch bank for every 2,597 persons. 
By geographical areas, the Yukon leads 
with one bank to every 1,053 persons. 
New Brunswick appears to have fewer 
banks on the basis of population than 
any other province, the ratio working 
out at one bank to every 4,042 persons. 
It is interesting to note that the two 
populous provinces of Ontario and 
Quebec are neck and neck in the dis- 
tribution of banking offices, Ontario 
having one bank to every 2,440 persons 
and Quebec one office to 2,437 persons. 
As unprofitable offices have been pretty 
well weeded out by Canadian banks in 
recent months, the following table is 
of special significance as indicating the 
distribution of branches from a popula- 
tion standpoint: 


No of One office 
PROVINCE Banks for every 
Ontario. . .. 1,404 2,440 
Quebec. . .1,177 2,437 
Nova Scotia. 138 3,710 
New Brunswick....... 101 4,042 
+ ee eee 3,157 
Manitoba 224 3,124 
0 278 2,616 
Saskatchewan , 403 2,286 
British Columbia... . 229 3,009 
. pee 4 1,053 

* * * 


While the oversubscription of the 
hew Canadian government $150,000,- 
000 domestic loan was looked for by 
bankers in Canada, the speed in which 
it was absorbed by the public surprised 
many of the seasoned bond men. The 
campaign was just beginning to get 
warmed up when it was chopped off at 
the seventh day of a scheduled three 
weeks’ drive, with an oversubscription 
of approximately $65,000,000. One 


By G. A. G. 


banker in .commenting on the last 
day’s flood of applications, said that it 
was an inspiring sight to see the long 
queues at bank bond departments 
patiently awaiting their turn to sub- 
scribe to the new loan. Approximately 
80 per cent of the issue was taken by 
individual investors while institutions 
accounted for the remaining 20 per 
cent. A feature of the campaign was 
that even bank allotments’ were 
absorbed by the public, the substantial 
oversubscription making it necessary 
for the banks to withdraw the applica- 
tions rather than disappoint thousands 
of small investors whose applications 
poured in from all sections of the 
country. 


* * * 


There are many indications that the 
Canadian Bankers Association counsel 
of “Economy in Municipal Expendi- 
tures” has not fallen on deaf ears. 
There has been considerable paring of 
budgets of late by provinces, cities, 
towns and municipalities in Canada 
and many frills have been cut off, 
showing that the authorities are ad- 
justing themselves to new conditions. 
The province of Saskatchewan, accord- 
ing to press announcements, will make 
a slash of $13,000,000 in their 1931-32 
expenditures and balanced budgets are 
receiving popular acclaim. 


* * * 


How do rumors start? One branch 
manager tells of how 500 rumors could 
easily have started. He relates that an 
executive of an important firm with 
headquarters in a large American city 
and branches scattered throughout 
Canada and United States, sent out a 
general circular letter to all agencies 
instructing that funds at credit of the 
company in the local bank be trans- 
ferred immediately to the head office 
of the company. There was no 
explanation for the new order which, as 
afterwards appeared, was one of in- 
ternal routine and there was no indica- 
tion to the local staff that the letter 
had gone out to all agencies. The 
instructions must have been dis- 
patched to about 500 different points in 


the United States and Canada and the 
thoughtless epistle could have easily 
started 500 rumors about 500 different 
banks. 

* * * 

Wholesalers who joyfully threw their 
hats in the air when some of the Cana- 
dian Clearing House centers imposed 
a service charge of 50 cents on each 
“N.S. F.” check returned on the clear- 
ing, will probably replace their head- 
gear and murmur “There ain’t no 
Justice’ when they read the following 
Ontario branch item which recently 
appeared in the Bank of Montreal 
monthly: 

“A draft returned to us today bore 
the following reason for non-payment 
— ‘Sorry I couldn’t send you a check 
because the new order in the bank, 
they charge fifty cents each. Please 
re-draw again in two months.’ ”’ 


* * * 


A Winnipeg bank recently added a 
new client to its bond department. It 
was none other than Jack Dempsey, 
former heavy-weight boxing champion. 
Jack, after a successful barnstorming 
exhibition at Winnipeg, found himself! 
with a surplus of 5,000 Canadian dol- 
lars which would have cost him plenty 
to convert into United States dollars. 
Jack refused to take the count which 
was around about 20 per cent and, 
applying some of his old ring cunning 
to financial matters, autographed 
several bank forms and purchased a 
Dominion Government issue at an 
attractive level. 


* * * 


Here is a sad tale which will bring 
tears into the eyes of the manager of 
the foreign exchange department. It 
concerns the unfortunate experience 
of an exchange peddler. Let the 
western bank manager tell it himself: 

“The client appeared at our ex- 
change wicket about 2 p. m. with a 
United States draft for $1,000. After 
getting our buying rate for United 
States money, he quibbled over the 
quotation and left for our competitor 
up the street. We understand that he 


subsequently visited nine other banks. 
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to obtain their rates. Our rate must 
have been 1/64 closer than our com- 
petitor’s because our customer was on 
his way back to our office when he 
discovered that three bells had struck 
and we had closed for the day. Bright 
and early the next morning, however, 
the client again presented the draft 
and announced his readiness to do 
business. It was during a period of 
violent fluctuations and we had to 
quote a rate about 5 per cent below the 
previous day’s level. The client man- 
aged to complete the transaction but 
we saw him shudder as he made some 
penciled calculations and we presume he 
had just figured up the cost of his trip 
around the banks the day before. It 
worked out about a dollar per minute.” 


* * * 


An Economic Service, in describing 
the Canadian banking system, says 
that it is just like Topsy. “It just 
growed.” A veteran banker retorts 
that if the writers had delved into the 
matter more thoroughly they would 
have found that its growth was not 
quite so haphazard as the survey 
would indicate. As he points out, 
Canada’s banking system is older 
than the Dominion itself, the founda- 
tion having been laid 115 years ago, fifty 
vears before confederation. Revolu- 
tion, panic and invasion were some of 
the early tests of the structure which 
was developed step by step to conform 
to the commercial needs of the country. 
If the almost endless debates which 
preceded the periodical revisions of 
the Bank Act are scanned, it will be 
seen that new sections were added as 
the special need developed and that 
all banking legislation received more 
than ordinary scrutiny before given 
parliamentary assent. 


* * * 


The world-wide unsettlement in the 
foreign exchange markets has brought 
many paradoxes in its train. One 
Canadian city had a bond series pay- 
able in sterling. Just when the city 
fathers were congratulating them- 
selves that they would probably save 
money in retiring the issue with 
sterling at present rates, it was dis- 
covered that the managers of their 
sinking fund held a block of the same 
issue which had been bought in before 
the slump in sterling. 


* * * 


Accountant: I see that Sir George 
Paish, British economist, predicts a 
world-wide economic collapse in three 
months. 

Tired Junior (hopefully): Is that 
so? That will just correspond with our 
half-year. Perhaps we won’t have to 
make out that long volume of routine 
Statement which is due at Head Office 
about that date. 
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Ti lis MSBEE FOLDER 
HAS THE ANSWER 


_..ask to see it / 


WHEN the McBee representative in your 
city shows you this folder, he shows a 
simple, accurate and efficient method of 


analyzing the checking accounts of your 
bank. 


This system is highly practical, inexpensive 
to install, easy to start and requires little 
effort to maintain. Entire year's record of 
each account is on one card, with work sheet 
on back. 


If you want your checking accounts to produce 
more profit, call your local McBee office and 
ask to see the folder which shows you how. 


M:Bee 


Binder Company 
General Offices @ Athens, Ohio 
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Why Has the Price Level] 
Fallen ? 


(Continued from page 19) 


indicates that the volume is not likely 
to rise in 1932 to a level more than 
15 per cent higher than that of 1923. 
Since, in the United States, the volume 
of money work to be done grows at 
rate of nearly 4 per cent per annum, 
the 1932 stock of circulating medium 
ought to be at least 30 per cent higher 
than in 1923. It appears, therefore, 
that there exists a shortage of deposits 
subject to check which tends to keep 
the price level not less than 15 per 
cent below that of 1923. To make up 
this 15 per cent deficit would probably 
require an addition to our currency 
supply of something like three billions 


| of money and money substitutes. 


According to the Federal Reserve 


| Bank of New York, the trend of the 


velocity of individual demand deposits 
in banks was approximately horizontal 
during the years 1919 to 1925 inclusive. 
With the advent of the stock market 
boom, the velocity climbed steadily 


| until, in October, 1929, it had nearly 


doubled. By the autumn of 1931, how- 


| ever, the velocity had fallen untilit was 


some 15 per cent below its old normal. 
It is not improbable, therefore, that as 


| soon as confidence is restored, the 
| velocity of deposits will return to this 
| normal. Such an increase would 
| doubtless be accompanied by a some- 
| what similar rise in the price level, 
| probably some 15 to 18 per cent. 


In the autumn of 1931, the general 
index of wholesale prices of the United 
States Bureau of Labor Statistics stood 
at a level some 30 per cent below the 
1926 average, an average fairly repre- 
sentative of the period 1923 to 1929. 
This percentage happens, however, 
roughly to equal the sum of the 15 
per cent decline apparently due to 
shortage of circulating medium and 
the 15 per cent decline seemingly 
caused by that wave of pessimism 
which has resulted in an unduly slow 
rate of money turnover. 

The facts just presented seem then 
to indicate, that, even if the authorities 
responsible for our monetary system 
continue to pursue a laissez faire policy 
in this connection, the price level is 
likely to recover about half the 
amount which it has lost during the 
past two years, this recovery being 
consummated as soon as a normal 
degree of optimism reappears. Whether 
or not a-movement of this size will 
really happen is, obviously, highly 
problematical, for there is always the 
possibility of interference by some 
force not taken into consideration in 
the calculations just presented. In 
this, as in most other cases, hindsight 
is likely to prove far better than fore- 
sight, but unfortunately we must act 
always on the basis of foresight only. 
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FROM A BUSY DESK 





cBy Hy. W. Sanders 


Cashier, First National Trust and Savings Bank of Santa Barbara, California 


ERE is a worthwhile idea in 
H savings advertising. Emphasize 

the fact that thrift is a balance 
wheel, tending to smooth out the sharp 
fluctuations of the business cycle. In 
addition to the purely personal side of 
the thrift appeal, this can be presented 
in its social aspects. Five years ago 
there began to come out a great deal 
of adverse publicity in which thrift 
was regarded as an anti- 
socialtendency. Spending, 
not saving, was emphasized 
as the foundation of pros- 
perity. Now those unfor- 
tunates who took such 
preachments seriously are 
on the bread line, and many 
thoughtful people are look- 
ing for ideas on the sub- 
ject of straightening the 
crooked line of business 
fluctuations. If we had 
heeded old Benjamin 
Franklin’s ideas and kept 
the expenditures down and 
the savings up during the past decade, 
the illusion of prosperity would have 
been less dazzling, the subsequent 
slump less demoralizing, and today 
there would be less distress. Feature it 
in your savings copy. 


* * * 


Tellers’ time is valuable. If an 
account is carried that involves the 
deposit of large quantities of cur- 
rency and coin, or the payment of 
similar amounts in cash, it ought to 
maintain a compensating balance. In 
most analysis forms, the activity of 
the account is based on the number of 
checks deposited or paid, and while it 
is true that most bank activity can be 
so measured, allowance ought to be 
made for the consumption of tellers’ 
time. 

* * * 

Judge Paton, General Counsel of 
the American Bankers Association, 
Says in his annual report that of 25,000 
legal cases in the United States, one 
in five is a case that directly or in- 
directly affects banking. 


* * * 


Philip Withermore, vice-president of 
the Futurity National, has a habit of 
smiling when a customer interviews 
him for a loan and he has decided in 
his mind that he will not recommend it. 
On the contrary when he is making up 
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his mind that the loan is a good one, 
he frowns. Customers of the bank 
say they can tell pretty well whether 
they will get a loan or not, by watch- 
ing Philip’s face. 


* * * 


When a customer rents a_ safe 
deposit box, it is not a bad plan to ask 
him if the rentals may be charged to 
his account when due. 
Usually he will sanction 
this arrangement and the 
usual authority is taken. 
When a good proportion 
of renters are on this basis, 
the collection of rents is 
made easier. 


* * * 


A California bank put 
in the graduated service 
charge as recommended 
by the California Bankers 
Association. Under this 
schedule there is a basic 
charge of 50 cents if the average 
balance is less than $100. One free 
check is allowed for each $10 of average 
balance and the others charged for 
at 4 cents. No charge is put through 
if the amount chargeable is less than 
25 cents. A check on 1,110 accounts 
showed that 200 had closed, 1814 per 
cent, but that the daily average of 
deposits had increased 7.6 per cent. 
The average balance in the closed 
accounts was $25. Check activity fell 
from 22,740 to 19,475 in a given 
period, a decrease of 15 per cent. The 
actual amount of charges collected was 
125 per cent more than the old schedule 
of 50 cents on accounts of less than $50. 


* * * 


The original purpose of “Undivided 
Profits” account was to provide a 
working fund for the operation of the 
bank. Of late years banks have been 
very loath to decrease their Undivided 
Profits by chargeoffs on the ground 
that it would affect their standing by 
the reduction shown on their published 
figures. So we have contingency funds 
set up which can be drawn upon in case 
of need without attracting as much 
notice. However, a decrease in Un- 
divided Profits ought not to be con- 
strued adversely to a bank. It is 
perfectly sound management to lay 
up profits in good years to take care of 
the lean ones, and the chargeoff of 
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New 3 Quicker- 
Drying Ink 


Cleans Pens 
As It Writes 





All sizes: 2 oz. to 
kegs, up to carloads 


Lets you make Permanent 
Records in ANY Color 


HE world’s leading fountain pen manu- 

facturer—the Parker Pen Co.—has now 
developed an ink that dries 31% quicker on 
paper, yet that resists evaporation—thus 
prevents drying on the pen point. 

Steel pens as well as fountain pens write as 
never before with this remarkable fluid called 
Quink—free flowing—always brilliant in 
color. It contains a secret solvent that dis- 
solves sediment left by other inks, and thus 
cleans a pen as it writes. This prevents steel 
pens from corroding and keeps fountain pens 
from clogging. 

We spent 3 years and $68,000 developing 
this new discovery which ends % of all foun- 
tain pen repairs. Quink protects our famous 
guaranteed for life Duofold Pen from inks 
that clog and gum. 


Of Quink—Celotex Co. writes: “‘We never 
before had an ink that satisfied our accounting 
department.” Orange-CrushCo. writes :“‘ Rec- 
ords with other inks become indistinct from 
handling, Quink stands up permanently.” 


Try Quink in your various departments— 
the first pint free to purchasing agents or 
buyers of office supplies. To others a 
30,000-word personal bottle. 136 
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THE PARKER PEN CO., Dept. B-1, Janesville, Wis. 
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Assets 
Cash on Hand andin Banks . . $ 28,464,493.09 


United States Government Bonds 
and Certificates. . . . . . 24,129,667.56 


State and Municipal Bonds and 
Other Bonds and Investments, 
including Stock in Federal 
Reserve Bank .... . . 27,101,586.32 


Loans and Discounts. . . . . 187,974,334.82 


Banking Houses and Lots and 
Other Real Estate . . ... 8,176,310.37 


Interest and Earnings Accrued 
and Other Resources... . 2,397,059.03 


Customers’ Liability on Letters of 
Credit and Acceptances Exe- 
cuted bythis Bank ... . 1,874,804.29 


Total ... . $280,118,255.48 
Liabilities 
Capital Stock . . . . . . .$13,800,000.00 
Surplus and Undivided Profits . 11,352,497.56 
Reserve for Taxes, Interest, etc. . 965,603.40 
Dividend Payable, January 2, 1932 414,000.00 
Bills Payable and Rediscounts . 5,500,000.00 
Depots . « « « « « « « « 245,627,50461 
Other Liabilities . ....-. 583,845.62 
Letters of Credit and Acceptances 
Executed for Customers. . . 1,874,804.29 


Total . . . . $280,118,255.48 








Member Federal Reserve System 


Member Cleveland Clearing House Association 





Se EC | Dee 








In writing to advertisers please mention The Burroughs Clearing House 


THE BURROUGHS 


doubtful loans lends strength and not 
weakness to a bank’s position. Hoy. 
ever, under present circumstances it js 
well to set up some contingency funds 
so that there may be less temptation 
to distribute too much of the un- 
divided profits in the form of divyi- 
dends. In particular, we ought to 
accumulate funds for contingencies jp 
the trust departments. Sooner or 
later, expensive lawsuits will have to be 
defended. 


* * * 


George M. Reeves, vice-president 
and cashier of Central National Bank, 
Okmulgee, Oklahoma, sends in this 
story about a borrower. This was a 
colored woman who had an ignorant 
half-witted husband and therefore she 
did the business for the family. The 
bank would make them a loan about 
January which was to carry the family 
through and make a crop, but a month 
later they were usually back for more 
On one occasion the new loan was 
made until fall as usual, with a com- 
plete understanding that the amount 
loaned must suffice. About April, 
old Emma was back in the bank and 
waited until the banker was through. 
Then: “Mr. Reeves, do you belong 
to the church?” He replied that he 
managed to attend once in a while. 
“IT thought so. You are such a kind- 
hearted man.” Needless to say she 
got the additional loan. 


* * * 


Another letter in this month’s mail 
was from another southern banker, 
Gibbons Poteet, cashier of First Na- 
tional Bank, Roxton, Texas. In addi- 
tion to joining the Baldheaded Bankers’ 
Association (this idea, by the way, be- 
longs to George P. Edwards, of 
“Coast Banker’, San Francisco), Mr. 
Poteet has his own ideas on the eco- 
nomic situation. We quote: ‘‘As 
this baldhead thinks he sees it, the 
thing that distinguishes and differen- 
tiates this from all other depressions 
in the world’s history is the vast 
mountain of smaller unit debts stacked 
upon the world during and after the 
war... . . . made on the new 
and smaller war-induced units of 
money so that each debt stacked up 
two to many times what it would have 
done under the pre-war schedule. . . . 
after the war the world was ‘geared in 


high’ —high prices, high labor, high f 


investments and high taxes.” Mr. 
Poteet pays us the compliment ol 
saying: ‘We like your journal. It is 
one of the best—you know what 
makes us like it—it is interesting.” 

Within one or two mails, along 
comes that very fine monthly business 
bulletin put out by the Cleveland 
Trust Company for Colonel Ayres, 





and he says almost the same thing in 
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q more Statistical form. It is the fact 
that so many values—debts, wages, 
interest, bonds, taxes, etc. —have be- 
come adjusted to the apparently 
stabilized level of general prices which 
featured the post-war decade, that 


raises such a difficult problem of 
readjustment today. 

aK * * 
International publicity has _ been 


given the opening of a_ typewriter 
factory in Leningrad. Output of 250 
machines in the latter part of 1931 and 
5,000 to be produced in 1932 by a pay- 
roll of 200 skilled workers and 6 
foreign specialists, is stressed as if it 
were something wonderful. In our 
“capitalistic” nation, a factory of that 
size would hardly furnish news for a 
Chamber of Commerce. We could 
start it overnight in any one of a 
hundred cities. Yet because it hap- 
pened in Soviet Russia, it is published 
to the world as a great achievement. 


* * * 


When a business man from outside 
of the banking business gets elected to 
an official position in a bank, he has a 
difficult mental adjustment to make. 
He has to learn that a quiet lobby 
does not necessarily mean a decrease 
in business. Sales experience is likely 
to make him worried when not much 
is happening in the bank, and he is 
likely to want to start something to 
bring people into the bank. However, 
the bank may be making its largest 
profits when there is the least apparent 
activity. 


* * * 


Our friend the personnel officer 
points out that at times when business 
hits a peak load—ends of the half- 
year, days after holidays, etc. —the 
staff ought to be as busy as it is pos- 
sible to be without risking a break- 
down of the system. Only under 
these conditions can we keep the staff 
expense down to a reasonable level 
in normal times. The banking busi- 
ness is characterized by exceptional 
peak loads and if the clerks can 
handle the job when it hits the ceiling, 
they will have a fairly easy time at 
other seasons. 


* * * 


This year, more emphatically than 
ever, income is a factor in credits. 
The individual or concern who can 
show an income at or near last year’s 
figures, is entitled to a much greater 
measure of borrowing credit than the 
one whose earning power is down. 


* * * 


To attempt to meet the situation 
by changing the gold standard to 
something less valuable and thereby 
force an adjustment, would be as futile 


buying 


The telephone meets today’s 
buying temper by giving bigger 
money’s worth than ever before. 
The coin that, buys a call today 
better 
voice transmission, quicker con- 


gets improved service, 
nections, more miles. 
Improvements like these do 
not spring up overnight. They are 
the result of patient research, of 


honest self-criticism among tele- 


BELL TEL 


Thirty-one 





It fits today’s 


mood 


phone workers seeking and’ find- 
ing ways to ‘do it better’. 

The policy of giving greater 
value finds public response in the 
use of the telephone, which has 
made possible the American Tele- 
phone and Telegraph Company’s 
record of uninterrupted dividend 
payments for more than 50 years. 

May we send you a copy of our 
booklet, ““Some Financial Facts’’ ? 


EPHONE 


SECURITIES CO. Ine. 


195 Broadway, New York City 
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STRAYER COIN BAG CO. 
New Brighton, Pa. 
Branch Offices: 


30 Church St., 55 N. Park St., 
New York City Portland, Oregon 


California Distributor: 
Banco Corporation, Ltd., San Francisco 













NO PASTING TO DO ON 
The “All Automatic’’ 
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COLLAPSIBLE STORAGE 
FILE BOXES 
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A Combination 


Ne ww ’ Savings Bank ana Calendar 


BOVE reproduction shows a calendar which is 

being successfully used by financial institutions to 
aid customers in systematic saving. This calendar is 
fully protected by patent and can be bought at a price 
usually paid for ordinary calendars. 

Each of the twelve sheets comprising the pad forms 
a tough money bag with reinforced coin slot. Bags can 
be easily removed at the end of each month and brought 
in for deposit. 

We offer our expert services to you for your 1933 calen- 
dar requirements. If we can be of service to you in the 
designing and proper distribution of your calendars, 








please write us. 


The A. L. Garber Company 


ESTABLISHED 1879 


Ashland, Ohio 








ORIGINAL 


Padua Is Protected 


ATENTS protect you and your hold-up 

alarm system if—it is Padua construc- 
tion—easy for the alarm, but guarded 
against false alarm via broom or mop. 


Let us tell you about Padua Units. 





a 
ag NIG H T D E 2 0 Ss | T ) R Y Lift of foot sets off alarm No false alarm via = broom 
), THE BANK VAULT INSPECTION Co. PADUA Hold-Up Alarm Corporation 
| ia PHILADELPHIA. PA. 87 Seneca Street Cohoes, N. Y. 
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as changing the yardstick whenever 
measurements did not suit the cop. 


tractor. 
oS of _ 


The credit officer submits this as q 
genuine answer to a credit inquiry of 
a few years ago: “We consider the 
A. B. Company an excellent credit 
risk as it has paid its interest regularly 
and renewed its note annually for the 
past seven years.” 


Multiplying Feet and 
Inches 


GREAT number of times it is 
necessary to multiply feet and 
inches when figuring hay, cribs and the 
like. The commonest way is to reduce 
all to inches, going about it in a slow, 
laborious way. A number of years ago 
I ran across a system that enabled one 
to multiply the inches and feet direct. 
Suppose we want to multiply 3 feet 
5 inches by 6 feet 7 inches. This is how 
we would do it. 








3 ft. 5 in. 

6 ft. 7 in. 
Square ft. Blank Square in. 
18 30 35 
21 
18 ol 35 


This would mean 18 square feet 
(3 x 6), 35 square inches (7 x 5) and 51 
blank. (Blank representing the quan- 
tity that enables us to multiply feet 
by inches.) We obtain this blank by 
multiplying the feet in one amount by 
the inches in the other. For example 
in the above 6’ x 5” or 30 blank and 
3’x 7” or 21 blank, a total of 51 blank. 

To get the final answer, we divide 
the blank by 12. This would be 12 
into 51, or 4 square feet and 3 left over. 
The extra 3 is multiplied by 12, reduc- 
ing it to square inches. So the answer 
for the above would be (18 plus 4 or 22) 
22 square feet, 71 square inches. 

After a little practice, this method 
will become easy. It will become 2 
great help when figuring at sales and 
when helping farmers.—C. W. Fish- 
baugh, Assistant Cashier, Security Trust 
& Savings Bank, Shenandoah, Iowa. 


[F a bank sells a note, bond, deben- 

ture, or similar security to a cus 
tomer, and the bank officers make no 
express statement pro or con, is there 
any implied warranty of genuineness’ 

Yes. See the Connecticut case o! 
Turner vs. Tuttle, 1 Root, 320, and 
there are Illinois, Indiana, Maryland, 
Massachusetts, Minnesota, Missouri, 
New Jersey and Tennessee rulings t0 
the same effect. —M. L. H. 
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The Investments for 
Estates 


(Continued from page 14) 

under a declaration of trust, under 
which they themselves are trustees; 
and against these securities are issued 
trust certificates in small denomina- 
tions, each certificate representing a 
certain undivided interest in this 
investment trust. These certificates 
may be issued in denominations as 
low as $100, or any other convenient 
amount, and may be selected for the 
various trusts the same as any other 
investment. 

Some of these investment pools 
contain a proportion of bonds, stocks, 
and mortgages; while others are 
created consisting of only one of these 
forms of investment. Perhaps the 
latter is the more flexible and generally 
the more desirable. ‘Three pools or 
investment trusts may be created, 
each one consisting of only one form 
of investment. If the donor or the 
beneficiary of a controlled trust has 
any objection to the inclusion of 
common stocks in his trust (as some 
have), certificates may be selected 
from only the bond and mortgage 
pools. If, on the other hand, he prefers 
common stocks, he may leave out 
bonds and mortgages entirely. Where 
the trustee has the sole management 
of investments, it may select the certi- 
ficates in such proportions as seem 
best suited to the nature of the trust. 

Altogether, it would seem that this 
new plan offers advantages which 
might be given careful consideration 
by the trust departments of large or 
moderate-sized institutions. 


The Charter Rate 


]F a state law says that interest or 

discount above a certain rate is un- 
lawful, and a bank charter prescribes a 
higher rate, which wili govern, the 
general or the charter rate? 

On this point the Louisiana, Missis- 
sippi, Ohio and Vermont courts have 
ruled that the charter rate will pre- 
vail, while the Wisconsin courts seem 
to have arrived at a different con- 
clusion. —M. L. H. 


The Broker’s Com- 
mission 

]F a bank employs A to sell property, 

A negotiates a sale to B, who is able, 
ready and willing to buy on the bank’s 
terms, A takes B to the bank, and B 
is willing to complete the deal, has A 
earned his commission, or is it necessary 
that he should obtain B’s signature to 
a binding contract of sale? 

_On this point the Illinois, Indiana, 
New York, Ohio, and Washington 


courts have ruled in A’s favor. — 
M. L. H. 
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Thirty-three 


IN ST. LOUIS the total commercial deposits 
exceed $601,000,000. Of this sum more than 


$ 441,000,000 is held by the 7 largest banks. 





ee 
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And five of these seven leaders supply their cus- 
tomers with checks made on La Monte Safety 
Paper—tfurther evidence of La Monte’s wide 
acceptance; appreciation of the safety, dura- 
bility and distinction La Monte lends to every 
transaction. George La Monte & Son, 61 


Broadway, New York City. 


LA MONTE NATIONAL SAFETY PAPER FOR CHECKS 


Identified by its wavy lines 
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WATCHMAN... 
TELL US OF THE NIGHT 




















Watchman, as you make the method- 
ical circuit of your floors, what are your 
thoughts? Are you tempted, by the all- 
pervading peace, to intone, as watchmen 
used to do, “‘All’s well! All’s well!” 


Do you ever, as you pass the rows of 
numbered doors, philosophize like this: 
“There are women here who are timorous 
when alone at night in their own homes. 
There are those who thought they 
couldn’t rest in a strange bed. Yet they 
all sleep like children in their cribs.” 


Do you ever soliloquize like that ? Prob- 
ably not. You sum it up in a word to 
your wife in the morning, “It’s a dull 


job I have. Nothing happens at all.” 


But you are an old Statler employee*, 
so you know the reasons for the calm. 
You could tell us there are two. One is 
the feeling of absolute security felt by 
our guests. The other is the beds, the 
soothing, restful beds. 

You could tell us, too, that the beds 
lull one to sleep because they’re equipped 
with deep box springs and inner-spring 
hair mattresses. 

You would say, “They’re good beds. 
The best that can be had.” And you 
would be right, for they are. And we 
might add — we have always thought 
that the most important thing in a hotel 
room is the bed. And so we have pro- 
vided the finest springs and mattresses 
we could buy, and -covered them with 
snowy sheets and soft blankets, that our 
guest might sleep the perfect sleep and 
rise refreshed. 

*732%, of Statler stockholders are em- 


pl ovees. 





























HOTELS STATLER 


where **The guest is always right”’’ 


BOs TON 


CLEVELAND 


in NEW YORK, 


BUFFALO 


DETROIT $T. LOUIS 


Hotel Pennsylvania 


In writing to advertisers please mention The Burroughs Clearing House 





THE BURROUGHS 


Aren’t We All Reflecting? 


(Continued from page 11) 


depositor, dare not raise his head, 
Without such an ethical consciousness, 
laws become merely words to be inter- 
preted, and with it they are superfluous, 
This may all seem like the repetition 
of a copybook lesson, but it will not 
be denied that recent experiences dis- 
close, to a startling degree, that it is q 
lesson not any too well learned. 

Another obvious weakness of pres- 
ent banking procedure is the contract 
of deposit, relative to savings. As 
presently constituted, the savings con- 
tracts of a bank, in the aggregate, 
represent an undertaking on the part 
of the banker which he knows he can- 
not live up to. He, in effect, tells his 
collective depositors that they can 
have their money at any time, and 
regardless of market conditions, on 
demand, or at least ninety days after 
demand; and even as he tells this to 
them, he knows he is not stating the 
truth. There is a law which makes it 
a prison offense to give a banker false 
information for the purpose of securing 
a loan, but the banker with absolute 
immunity and with an apparently 
clear conscience, tells his depositors 
that he will return all their deposits in 
cash whenever they want them, re- 
gardless of economic conditions, and 
the general average of bankers are 
well aware that they cannot do as they 
agree. The depositor, who presum- 
ably has a degree of understanding, 
perhaps knows that the bank cannot 
afford to pay him interest on his 
deposit and at the same time retain 
his money always intact in the vault 
to be returned on demand. But the 
savings contract is not of his making; 
the banker drew it and the depositor 
rightly says, “let him look to his 
undertaking.”” With the exercise of 
a little common sense, it is plain to see 
that the savings contract should be 
revised so that at least it becomes an 
honest undertaking. As _ presently 
constituted, it serves to make the bank 
a weak institution at the very times it 
should be strongest—that is, during 
times of depression. Whether the 
revision be in the actual wording ol 
the contract of deposit, providing for 
a liquidation of the account in 4 
manner more nearly in accord with 
what it is possible to do, or whether 
the revision be effected by legislative 
restrictions on withdrawals to which 
restrictions the depositor may be 
held to have subscribed, is not im- 
portant. The important thing is that 
honest business dealings require that 
the present general form of savings 
contract of deposit be changed so that 
at least it represents an undertaking 
that both the depositor and the banker 
know is possible of performance. 

As a final generality, concluding 
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CLEARING HOUSE 


from our late experiences, it would 
seem that the Let Alone, or Laissez 
Faire, doctrine so dear to the hearts 
of American economists, has its lim- 
itations, at least so far as the banking 
business is concerned, and that this 
business is more and more being 
recognized as‘‘affected with a public 
interest” to an extent demanding 
rigid and intelligent regulation. The 
hope, of course, is that the regulation 
will come from within, that is, from 
the bankers themselves, rather than 
from without, which would be from 
laws. Laws which are well meaning, 
perhaps, but always quite inadequate. 


What’s Happening in 
Congress 


(Continued from page 9) 


chairman during the period of Repub- 
lican rule, to the post of ranking 
minority member. Mr. McFadden, a 
critic of policies of the Federal Reserve 
Board and a particular foe of inter- 
national bankers, has completely 
burned his bridges in the present 
session with the result that he has 
been disciplined by the administration 
through the postoffice patronage 
route. Nevertheless Mr. McFadden, 
who is known as the author of the 
McFadden act of 1927 which was 
designed to overcome some of the 
disadvantages of national banks as 
against state banks, has been able to 
stir up considerable trouble for the 
administration through opposition to 
the debt moratorium bill, the recon- 
struction finance corporation bill and 
other measures. 


BEING unable to count on assistance 

from Representative McFadden, the 
administration has turned to other 
Republicans on the committee to 
handle its bills. Representative James 
G. Strong of Kansas introduced the 
finance corporation bill while Rep- 
resentative Robert Luce of Massa- 
chusetts, sponsored the home loan 
discount bank bill. The former is of a 
western group which follows the admin- 
istration on most matters but digresses 
when agriculture is involved, while 
the latter is an ultra-conservative New 
Englander. 

The House banking and currency 
committee is made up of twelve 
Republicans and nine Democrats. 
More than three-fourths of the mem- 
bers are lawyers. Only two or three 
have had banking experience. All of 
those who were on the committee when 
the Federal Reserve Act was drafted 
In 1913 are gone. Representatives 
Steagall and McFadden, the ranking 
members in the two parties, both came 
to Congress in 1915, a year and a half 
alter the Federal Reserve became law. 

Banking matters were dealt with 
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‘on Gasoline Sales 


[, OIL & 
SUPPLY CO. of Wisconsin, take no 
chances on profit leaks. A compact 
but complete daily sales summary and 
inventory record gives a positive check 
on every item in each service station. 
With a minimum of record keeping 
they maintain accurate sales and inven- 
tory control which helps build profits. 
If you have a troublesome record prob- 
lem our experienced Service Depart- 
ment will be pleased to help with its 
solution. 


Because the Wilson-Jones line includes 
every type of record keeping device 
for mechanical accounting, visible rec- 
ords (both cabinet and book type), 
loose leaf records and bound books, 
you may be sure the recommendations 
of our Service Department will be un- 
prejudiced. 


With representatives in every city of 
the country, our services are available 


to everyone—and there is no cost or 
obligation involved. 


WILSON-JONES COMPANY 


3300 Franklin Blvd. CHICAGO 
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ONE OF THE 
17 
DOORS IN THE 
WORLDS 
LARGEST 
VAULT 























HE YORK 


Vault now be- 


approximately 3500 tons, this entire 
vault equipment was built in the York 
ing installed inthe factory at York, Pennsylvania and is 
being installed in the Bank of Japan 
at Tokyo by York engineers. 

x k * 


Whether your bank is large or 


Bank of Japan at 
Tokyo is the larg- 
est ever built. It 


comprises in fact 





two vaults, each 
187 ft. by 83 ft. 
Entrance to this massive structure is 


small, we invite you to consult with 
us when planning your vault require- 
ments. We will place at your dispo- 
guarded by seventeen doors. Six of sal the same experience and facilities 
them are 36" and eleven are 24" in that have earned for York a position 


thickness of solid metal. Weighing of world-wide preeminence. 


YORK SAFE AND LOCK CO. 


@ YORK, PENNSYLVANIA @ 


MANUFACTURERS 








AND BUILDERS OF THE WORLD'S GREATEST VAULTS 





NEW YORK ST. LOUIS CLEVELAND HONOLULU 
BALTIMORE SAN FRANCISCO WASHINGTON PARIS 
BOSTON NEW HAVEN LOS ANGELES HAVANA 
PHILADELPHIA HOUSTON PITTSBURGH TOKYO 
SEATTLE CHICAGO MONTREAL SHANGHAI 
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MORE from ARTHUR CRAWFORD reporting the 
Washington scene and the progress of national emer- 
gency and banking legislation. 


Next 
Month: 


*_* * * * 


FRED COPELAND and “Director Clutchbill” at 
their best— The Whispering Skull”—in which the 
doughty Director acquires amazing knowledge of 
American Indian anthropology and applies it effectively 
to a troublesome mortgage loan. 





** * * * 


EVERYBODY in Ohio, if not the Fourth Federal 
Reserve District, knows FRANK COLLINS and his 
bank in Canton, the First Trust and Savings Bank. 
Through Fred Barton, he tells what he has learned about 
“Surviving These Parlous Times’—which is plenty. 
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in the annual message of President 
Hoover and the annual reports of 
Secretary of the Treasury Mellon 
and Comptroller of the Currency Pole, 
The President said that the need of 
sounder banking system is shown by 
the extent of bank failures and sug. 
gested that Congress investigate the 
need for separation between different 
kinds of banking, an enlargement of 
branch banking under proper restric- 
tions and measures by which the mem- 
bership in the Federal Reserve System 
may be increased. He asked legisla- 
tion to facilitate the partial payment 
of depositors in closed banks, recom- 
mended the broadening of eligibility 
provisions of the Federal Reserve Act, 
the establishment of a system of home 
loan discount banks, an increase in the 
capital of the Federal Land banks and 
creation of a reconstruction finance 
corporation with government capital 
amounting to $500,000,000. 

Secretary Mellon in his annual 
report concurred in a recommendation 
by Comptroller Pole for an extension 
of branch banking within trade areas 
adjacent to commercial centers. Mr. 
Mellon said that he could see no 
justification for the argument which 
finds favor in Congress that banking 
should be confined to political or othe 
existing artificial boundaries rather 
than to its natural economic lines. 


OMPTROLLER Pole’s recommend- 

ation for trade area branch banking 
was a reiteration of the idea which he 
has expressed in previous annual reports 
and before the banking and currency 
committees. Pointing out that the 
great majority of the more than 8,000 
banking failures since 1921 have been 
in the rural area, Mr. Pole again looked 
to trade area branch banking as a 
means of strengthening the banking 
situation in the smaller towns. The 
present banking problem in his view 
concerns primarily and fundamentally 
the rural communities. Mr. Pole, it is 
known, would accept state-wide 
branch banking which seems to be 
viewed more favorably in Congress 
than the trade area type which would 
disregard state lines. There continues 
to be, however, as in the past much 
opposition to the extension of branch 
banking beyond the provisions of the 
McFadden act which permits national 
banks to maintain branches within 
city limits in states which allow branch 
banking by state banks. 

Among other recommendations ad- 
vanced by Comptroller Pole were the 
vesting of authority to remove officers 
of national banks in a board composed 
of the Secretary of the Treasury, the 
governor of the Federal Reserve Board 
and the comptroller of the currency, 
authority to the comptroller to exam- 
ine security and investment affiliates 
of national banks, legislation to make 
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CLEARING HOUSE 


it a criminal offense to circulate false 
reports regarding national banks or 
other members of the Federal Reserve 
System, and a measure to facilitate 
participation by the banks in the 
National Credit Corporation. 

The legislation before the banking 
and currency committees falls into 
three general classes; measures to 
provide greater assurance of safety to 
depositors in banks, measures to 
prevent a recurrence of the speculative 
orgy of 1928 and 1929 and emergency 
measures to improve the credit ma- 
chinery. 


THe bill worked out by the Glass 

subcommittee embraces provisions 
to provide greater safety and to guard 
against speculative evils. Within this 
scope come such questions as branch 
banking, capital stock requirements, 
increased reserve requirements, super- 
vision of investment affiliates, restric- 
tions to prevent the use of Federal 
Reserve funds for speculative purposes 
and rules to govern control of redis- 
count rates and open market opera- 
tions by the Federal Reserve System. 
A questionnaire sent out by the Glass 
subcommittee showed that the gov- 
ernors of the Federal Reserve banks 
were in general opposed to a broaden- 
ing of eligibility provisions. A sub- 
sequent poll by Senator A. H. Vanden- 
berg of Michigan showed a majority 
of them to favor granting the Federal 
Reserve Board authority in times of 
emergency to discount nonqualifying 
assets in member banks, providing this 
latter collateral shall not be used for 
Federal Reserve circulation. 

Pertinent to the Glass subcommit- 
tee’s studies was an elaborate report 
from a committee of officers. and 
experts of the Federal Reserve System 
containing a recommendation to sub- 
stitute for the present 3 per cent 
reserve against time deposits and the 
present 7, 10 and 13 per cent reserves 
against demand deposits at different 
classes of banks, a requirement that 
all member banks carry a reserve of 
) per cent against their net deposits 
and in addition a reserve equal to 50 
per cent of the average daily turn- 
over of deposits with a maximum 
total reserve of 15 per cent of gross 
deposits. 

Most of the emergency credit meas- 
ures have been incorporated in separate 
bills and given precedence over the 
general banking bill. These include 
the Walcott-Strong reconstruction 
finance corporation bill, providing for 
government capital of $500,000,000, 
authorizing issuance of debentures up 
to $1,500,000,000 and permitting loans 
to be made to banks and other financial 
institutions and to the railroads; the 
Watson-Luce bill setting up a system 
of home loan discount banks in which 
the government would supplement 
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A loss is a loss! 








Whether caused by fraudulent altera- 
tion of customer's checks or from in- 
correct reading of written amounts 
caused by illegible checks. 

Gilbert Safety Bond, the most legible 
of check papers, prevents costly errors at 
the teller’s window by reason of its 
plain, no-pattern surface Even the 


faintest ink affords sufficient contrast, 





making all writing easily read. This 
extreme legibility is characteristic only 


of Gilbert Safety Bond. That is why it WY Sy 





is the “Safest of Safety Papers.” 
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We enclose herewith for Collection and Credit items as listed below: 


WIRE NON-PAYMENT OF ALL ITEMS, $500 OR OVER, GIVING ENDORSER. 
| Do not protest items $10 or under, or those bearing this stamp 


or similar authority of a preceding endorser. TJ 
JOHN BLANK, Cashier 
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HIS Burroughs will prove a sound 
investment for any bank whose 
volume of accounting is not large 
enough to require a special machine 
for each record. It posts any or all 
of the following quickly, 


and accurately: 


easily 
Individual Ledger, 


Statement and Journal, Savings 


Ledger and Journal, General Ledger 
and Journal, Liability Ledger and 
Journal and Transit Letters. Thus 
its benefits and economies extend to 
every type of work done in the bank. 
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Ask the nearest Burroughs office for 
a complete demonstration 


BURROUGHS ADDING MACHINE COMPANY, DETROIT, MICHIGAN 





Forty ; 
private capital with a_ subscriptiog 
from the treasury; and the bill to 
increase the capitalization of the 


Federal Land banks. 
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Farm organizations have agitated 
the question of price stabilizatioy 
which is involved in several bills before 
the banking and currency committees, 
Under the Strong and Ramseyer bills 
the Federal Reserve System would be 
directed to use all its powers, par- 
ticularly those relating to rediscount 
rates and open market operations, to 
maintain a general level of prices 
substantially equal to that in 1926, 
Under the Goldsborough and Burtness 
bills a stable price level would be 


brought about through adjustments 
in the number of grains of gold in a le. 


{ 








dollar. Authorities of the Federal 
Reserve System have opposed legisla- 
tion such as is embodied in the Strong 
and Ramseyer bills on the ground that 
there are many other factors in pric: 
changes besides those which could b 
influenced by the powers of the system 
and that it would be unwise to lead the 
public to believe that prices were to be 
brought into complete control. 


FLOOD of bills of a radical char- 

acter, a natural outgrowth of present 
conditions, has descended upon Con- 
gress. Most of them will receive nc 
consideration. There are several bills 
for guaranty of bank deposits through 
contributions by banks to a guaranty 
fund maintained by the comptrolle: 
of the currency or by Federal Reserve 
banks through the use of earnings of 
the Federal Reserve banks. A bill by 
Senator Brookhart would establish a 
system of federal co-operative banks, 
while another of his measures would 
abolish the gold standard and make a 
dollar equal in value to a fractional 
part of the national wealth of the 
nation. There is the Coxey plan in the 
Campbell bill for issuance of legal 
tender money to states, counties and 
municipalities upon deposit by them of 
bonds secured by public improvements. 
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to pave the way for the acceptance ol 
silver instead of gold on payments 0! 

debts. Acceptance of silver for debt 
BURROUGHS ADDING MACHINE COMPANY | payments by foreign nations also is 

DETROIT, MICHIGAN contemplated in the Smoot bill. 

BURROUGHS ADDING MACHINE OF CANADA, LIMITED, WINDSOR, ONTARIO Altogether there is enough legislation 
on banking and financial subjects to 
keep Congress busy up to the time 0 
adjournment in June. Much of it may 
be left for following sessions. 
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